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Minister of Industry Ministre de I'Industrie 


Ottawa, Canada K1A OH5 


The Honourable L’honorable 
John Manley P.C.,M.P. c.p., député 


His Excellency the Right Honourable Roméo Leblanc, P.C., C.C., C.M.M.,C.D. 
Governor General and Commander-in-Chief of Canada 

Government House 

1 Sussex Drive 

Ottawa, Ontario 

K1A OA1 


Your Excellency: 
In accordance with section 11 of the Small Business Loans Act, the 
undersigned has the honour to put before Your Excellency a report on the 


administration of the Act for the twelve-month period ended March 31, 1995. 


Respectfully submitted, 
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Foreword 


The government is determined to create and maintain an environment in which small business 
can flourish. The Small Business Loans Act (SBLA) is fundamental to this strategy to 
support small businesses in their role as engines of economic growth and job creation. 

Under the SBLA, a qualifying business enterprise may obtain a Business Improvement Loan 
(BIL) from an authorized financial institution such as a chartered bank, Alberta Treasury 
Branch, credit union, caisse populaire, trust, loan or insurance corporation, provided the 
business’ estimated gross revenue does not exceed $5 million in the year the BIL is approved 
by the lender. 


This Annual Report for the fiscal year 1994-95 is the second since major program revisions 
were implemented on April 1, 1993. It reflects a dramatic increase in the use of the 
program, by financial institutions and entrepreneurs alike, to an unprecedented level of about 
$4.4 billion for the year ended March 31, 1995, compared to approximately $2.5 billion 
during 1993-94 and an average of $0.5 billion annually over the past 30 years. 


This report highlights the importance of BILs to the creation of new jobs and businesses — 
in 1994-95 it helped entrepreneurs create over 24,000 new businesses and more than 162,000 
new jobs. 


Reflecting a wide-spread trend of business investment in machinery and equipment, nearly 
three quarters of all BILs were used to help small and medium-sized firms finance the 
purchase, installation, renovation, improvement and modernization of equipment, unchanged 
from the prior fiscal year. The size of the average BIL has grown by over 9.2 per cent 
above the average for the previous fiscal year — from $58,792 to $64,211. 


As a result of changes introduced effective April 1, 1993, a reengineering team was 
established to review the business processes in order to achieve large productivity gains that 
would offset anticipated increases in work loads. This has required a subsequent 
reorganization of the business functions, strengthening of relationships and communications 
with participating lenders and incorporation of technology as a tool to achieving these goals. 
Since March 31, 1995, reporting requirements by lenders have been strengthened, enhancing 
the capabilities for detailed microeconomic analysis of the program and benchmarking of 
lender, loan and program performance consistent with recommendations forwarded by the 
Standing Committee on Industry of the House of Commons. Implementation of the 
reengineering recommendations will continue into the 1995-96 and 1996-97 fiscal years. 


Clearly, this program plays a key role in helping small businesses find the financing they 
need. However, the dramatic increase in the use of the program has significantly increased 
the potential costs of the program. Nevertheless, all BILs made after March 31, 1995 are 
anticipated to generate sufficient revenues through the new fee structure to offset anticipated 


program costs. 
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Introduction 


The objective of the SBLA, which has been in force since January 1961, is to encourage lenders 
in the private sector to increase the availability of loans for the purpose of the establishment, 
expansion, modernization and improvement of small business enterprises. A firm is eligible for 
consideration for a BIL if it estimates that its gross revenues will not exceed $5 million in the 
year the BIL is approved by the lender. Up to $250,000 can be borrowed in respect of 
equipment, land and premises. The maximum term for these BILs may not exceed ten years. 
Farming businesses, which are eligible for loans under a separate program sponsored by 
Agriculture Canada, are not eligible for BILs; charitable and religious organizations are also not 


eligible. 


Under the SBLA, the Minister was liable to pay, during the period covered by this report, 90 per 
cent of the amount of any loss sustained by a lender as a result of a BIL made subsequent to 
March 31, 1993. Such payments were made only if the lender had minimized the loss through 
the sale of the defaulting business’s assets and other legislated requirements were met.’ 


However, in order to make this program fully cost-recoverable, a number of significant changes 
were made to the Small Business Loans Act and its 1993 Regulations: 


- a lender will have to pay to the government an annual fee of 1.25% on the yearly average 
of the end-of-month loan balances in respect of each loan made after March 31, 1995; the 
1993 Regulations also now stipulate that, to offset a lender’s cost in respect of the newly 
introduced administration fee, a lender may do so only by an increase in the interest rate of 
loans made after March 31, 1995 to a maximum not exceeding prime plus 3% from prime 
plus 1.75% per annum; 


- a reduction in the loss sharing ratio from 90% government to 85% government for BILs 
made after December 31, 1995; and 


- a reduction in the level of financing from 100% to 90% of eligible cost. 


The principal legislated requirements relate to: 

* — eligibility of the borrower as a defined business enterprise; 
eligible purpose for which a BIL may be made; 

° maximum amount of the BIL which may be outstanding to an individual borrower at any one 
time; 
maximum repayment term; and 
maximum rate of interest which may be charged to a borrower and the minimum security to be 
taken. 
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Approved Lenders 


Approved lenders include (a) all chartered banks and Alberta Treasury Branches and (b) 
cooperative credit societies (inclusive of their respective credit unions and caisses populaires), 
trust, loan and insurance corporations with membership in the Canadian Payments Association. 
Other organizations, such as members of the Canadian Financing and Leasing Association, that 
make loans, may, upon application, be designated as approved lenders. 


During the past fiscal year, approximately 1,500 lending institutions operating from more than 
13,000 branches/offices across Canada participated in making BILs to small businesses under the 
SBLA. 


Types of Loans (or Loan Purposes) 


During the period covered by this report, BILs could be granted by an approved lender to finance 
up to ile of the borrower’s eligible costs in respect of the following: 
Land Loans made for the purchase of land, including any building or structure on the 
land, necessary for the operation of a business enterprise; 
Premises Loans made for the renovation, improvement, modernization, construction 
and/or purchase of premises necessary for the operation of a business enterprise; 
Equipment Loans made for the purchase, installation, renovation, improvement and/or 
modernization of equipment necessary for the operation of a business enterprise; 
Fee Loans made for the purpose of financing the 2% loan registration fee. 


Loans to finance inventory, working capital, franchise fees or share purchases are not eligible. 
A BIL can be used to refinance commitments or expenditures which are otherwise eligible and 
have been incurred within 180 days prior to the date of the lender’s BIL approval. 
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Operating Results 


The loans made during 1994-95 brought the total lending under the SBLA over the 34-year 
history of the program to over $15.9 billion. 


In the fiscal year ended March 31, 1995, (see Table 1) 
close to 68,000 BILs totalling almost $4.4 billion were made; 
the average size of a BIL exceeded $64,000 compared with nearly $59,000 during the 
previous 12-month period; 


BILs PeSMInE on lenders’ books as at March 31, 1995, (see Table 3): 
totalled nearly $6.0 billion; and 
the Crown’s contingent liability’ in relation to this total was about $1.124 billion. 
Notwithstanding that $6.0 billion in BILs were outstanding as at March 31, 1995 and the 
Crown’s net contingent liability thereon was calculated not to exceed $1.124 billion, 
actual claim payments by the Crown to the respective lenders are estimated not to exceed 
$429 million during the next ten years. 


Of the $4.4 billion in BILs loaned during the period under review, 
$3.253 billion, or 74.6 per cent, was used to finance the purchase, installation, 
renovation, improvement and/or modernization of equipment; 
$916 million, or 21.0 per cent, was used to finance the renovation, improvement, 
modernization, construction and/or purchase of premises; 
$157 million, or 3.6 per cent, was used to finance the purchase of land and 
$35 million, or 0.8 per cent, was used to finance 2% loan registration fees. 


? The Crown’s contingent liability is the maximum exposure should all BILs that were outstanding on 
lenders’ books as at March 31, 1995 result in total losses, causing all isailers to receive the full indemnification 
they are entitled to respecting their outstanding BIL portfolio. 
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The Crown’s Contingent Liability to Approved Lenders 


As soon as a BIL made by an approved lender is registered with the government, the latter is 
contingently liable to the lender for the reimbursement of losses the lender may sustain in an 
amount not exceeding the hereafter stated formula per legislated lending period. 


* 90 per cent of the first $125,000 in BILs registered; 
* 50 per cent of the second $125,000 in BILs registered; and 
* 10 per cent of all subsequent BILs registered. 


Thus, the government will continue to pay to a lender its legislated share of BIL losses for as 
long as sufficient funds are available in the lender’s loss reimbursement account. 


The government’s contingent liability per approved lender per lending period is reduced by the 
repayment of BILs by borrowers and the reimbursement of BIL losses by the government. No 
contingent liability remains under the SBLA with respect to BILs made prior to July 1, 1977, as 
none of those BILs remain outstanding. 


Since July 1, 1977, overall BIL reductions have comprised: 


* $8 996 414 123 in borrowers’ repayments; and 
* $ 448 931 101 in government reimbursements of BIL losses - representing 4.8% in terms 
of an actual claims paid rate. 


Together, these payments have reduced the amount of BILs outstanding on the books of all 
participating lenders as at March 31, 1995, to $5 956 138 919 (for reference see Table 3). 


As at that same date, the government’s net contingent liability in respect of the $5 956 138 919 in 
outstanding BILs had been reduced to a maximum not to exceed $1 124 096 152’. 


¢ The Crown’s statutory net contingent liability in respect of $5.956 billion in BILs outstanding as at 
March 31, 1995, has been calculated at $1.124 billion. Notwithstanding that $5.956 billion in BILs 
were outstanding as at March 31, 1995 and the Crown’s net contingent liability thereon was calculated 
not to exceed $1.124 billion, actual claim payments by the Crown to the respective lenders are 
estimated not to exceed $429 million during the next ten years. 


Small Business Loans Act 


$15 401 484 143 BILs registered between July 1, 1977, 
and March 31, 1995 (see Table 3) 


($8 996 414 123) Borrowers’ repayments 


(__ 448 931 101 Crown’s loss reimbursements (4.8% of overall BIL reductions) 


(_9 445 345 224) Overall BIL reductions 


$ 5 956 138 919 BILs outstanding on lenders’ books as 
at March 31, 1995 (see Table 3) 


Taken together, the relatively low loss rate (4.8%) for this type of program and the extensive use 
of the program (currently over $4.4 billion per annum), demonstrate the effectiveness of this 
program in increasing small business access to term debt financing for business improvements, 
particularly in difficult economic times. 


4 


Included in the $448 931 101 in loss reimbursements paid by the Crown, which represent subrogated 
debts, are $322 159 192 which, in accordance with standard procedures, were written off as follows: 
* $170 453 036, between July 1, 1980 and March 31, 1991; 
* $29 580 716 in 1991/92, 
* $41 573 074 in 1992/93, 
* $48 595 263 in 1993/94; and 

$31 957 103 in 1994/95. 
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Age of Small Business Enterprise Borrowers 


From November 1987, a lender was required to report the age of a business enterprise in respect of 
which a BIL had been made under the SBLA. Business start-ups and young businesses are the recipients 
of the majority of BILs made under the SBLA. 


Age of Business Enterprise 
Fiscal Sub-Total Older Than Totals 


1988/89 6 987 iL 227 1 424 1 107 10 745 7 013 17 758 
39.3% 6.9% 8.0% 6.2% 60.5% 39.5% 100.0% 
1989/90 aces 940 1 064 921 8 218 5 585 13 803 
38.3% 6.8% 71.7% 6.7% 59.5% 40.5% 100.0% 
1990/91 4 254 700 710 644 6 308 4 316 10 624 
40.0% 6.6% 6.7% 6.1% 59.4% 40.6% 100.0% 
1991/92 B21 658 682 660 2 SPAl 4 567 10 488 
37.4% 6.3% 6.5% 6.3% 56.5% 43.5% 100.0% 
1992/93 4 806 828 809 836 i279 5 813 13 092 
36.7% 6.3% 6.2% 6.4% 55.6% 44.4% 100.0% 
1993/94 14 072 3 120 2 891 2 663 22 746 20 468 43 214 
32.6% 7.2% 6.7% 6.2% 52.6% 47.4% 100.0% 
1994/95 24 441 5 541 4 491 3 610 38 083 29 838 67 921 
36.0% 8.2% 6.6% 5.3% 56.1% 43.9% 100.0% 


Employment by Small Business Enterprise Borrowers 


Employment by small business borrowers is also being reported by lenders in respect of BILs made 
under the SBLA since November 1987. The following employment data are reported by the lenders 
based on information supplied by the borrowers: 


Total Average Additional Employment 


Fiscal Year No. of Employment Employment 
Borrowers by Borrowers per Borrower Total Per Borrower 
al 
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Background 


This Annual Report on the operations of the SBLA is being presented by the Minister of Industry. 
The following background information outlines the distribution of responsibilities that was in 
force during the period covered by this report. 


i. As at June 5, 1987, the Minister responsible for the Atlantic Canada Opportunities 
Agency Act became the designated Minister for purposes of the SBLA in relation to 
small business enterprises located in the provinces of New Brunswick, Nova Scotia, 
Prince Edward Island and Newfoundland.° 


Z. As at August 4, 1987, the Minister of Western Economic Diversification became the 
designated Minister for purposes of the SBLA in relation to small business enterprises 
located in the provinces of Manitoba, Saskatchewan, Alberta and British Columbia.° 


oe As at June 13, 1991, the Minister responsible for the Federal Office of Regional 
Development - Quebec became the designated Minister for purposes of the SBLA in 
relation to small business enterprises located in the province of Quebec. 


4. The Minister of Industry continues to be the designated Minister for purposes of the 
SBLA in relation to small enterprises located in the province of Ontario as well as in the 
Northwest Territories and the Yukon Territory. He also continues to be the Minister 
responsible for all other purposes respecting the SBLA.’ 


Subsequent Events 


On January 25, 1996, the Minister of Industry was appointed the Minister responsible for 
the Atlantic Canada Opportunities Agency, the Minister responsible for the Federal Office of 
Regional Development - Quebec and the Minister of Western Economic Diversification. 


The lending ceiling of the current lending period number 12, that had reached its originally 
legislated lending ceiling of $4 billion by the beginning of September of 1994, was subsequently 
increased via the Supplementary Estimates process to $12 billion. 


In this report the combined area is designated as "Atlantic Canada". 
The combined area of those four provinces is referred to in this report as "Western Canada." 


The combined area of Ontario and the two territories is referred to in this report as "Ontario and 
Territories". 


Small Business Loans Act 
a Re le re 


Any questions respecting the Annual Report or other aspects of this program should be 
addressed to: 


Director 
Small Business Loans Administration 
Industry Canada 
235 Queen Street 
Ottawa, Ontario 
KIA OHS 


Table 1 Summary of Operations - Total Program 


Business Improvement Claims Paid 
Period Loans (BILs) Made 
= = 


195 424 436 873 289 
133 897 447 697 286 
82 003 157 237 093 
91 893 663 231 896 
99 636 016 632 794 
176 760 504 1 380 584 
268 770 603 1 788 619 
421 402 955 3 825 688 
522 475 588 6 761 102 
450 863 534 11 705 508 
712 845 493 22 283 733 


12 months 
ended Dec. 31 


1961-1969 
1970-1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 


3 months 
ended March 31 


1984 


211 368 934 10 724 817 


12 months ended 
March 31 


1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 


1 005 937 892 
737 228 550 
709 286 075 
683 819 836 
682 667 264 
539 050 494 
413 258 424 
397 274 533 
502 254 001 
2 548 409 839 
4 361 298 130 


29 079 005 
44 429 322 
37 066 765 
35 052 253 
32 345 578 
32.951, 533 
33 286 976 
45 924 377 
45 181 595 
32 479 122 
23 962 663 


Note: 1) Subsequent to the December 31, 1983 calendar year, the reporting period was changed to coincide with 
the federal government’s fiscal year-end of March 31. 
2) Statistics shown above under "BILs Made" and “Average Size of BIL" for the year ended 
March 31, 1994, and prior periods may differ from those presented in previous Annual Reports because 
of late registration of BILs and sundry adjustments. 
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Table 3 


BILs Advanced, Claims Paid, Repayments Made and Principal Balance of BILs Outstanding 


Lending Periods 


Period 1: 


Jan. 19/61 - Dec. 31/63 


Period 2: 
Jan. 1/64 - Dec. 


Period 3; 
Jan. 1/67 - Dec. 


Period 4: 
| Jan. 1/70 - June 


Period 5: 
July 1/71 - June 


Period 6: 
July 1/74 - June 


Period 7: 
| July 1/77 - June 


Period 8: 
July 1/80 - Mar. 


Period 9: 
| Apr. 1/83 - Mar 


Period 10: 
Apr. 1/85 - Mar 


Period 11: 
Apr. 1/90 - Mar 


Period 12: 
Apr. 1/93 - Mar 


* As reporte 


31/66 


31/69 


30/71 


30/74 


30/77 


30/80 


31/83 


. 31/85 


. 31/90 


1/93 


31/98 


74 549 220 


72 662 656 


48 212 560 


23 140 841 


86 281 765 


241 496 183 


672 534 774 


1 354 152 068 


1 799 607 317 


3,352 052,222 


128938 27 


6 910 199 490 


Pp 8. 


(722 023) 


(471 468) 


(285 712) 


(352 401) 


(830 647) 


(5 054 826) 


(40 806 866) 


(100 315 108) 


(73 044 212) 


(175 031 971) 


(53 525 944) 


6 207 000 


Borrower’s 
Repayments 
Made 
$ 


(73 827 197) 


(72 191 188) 


(47 926 848) 


(22 788 440) 


(85 451 118) 


(236 441 357) 


(631 444 041) 


(1,250 585 654) 


(1,720 257 067) 


(3 070 988 094) 


(884 429 674) 


1 438 709 5 


sy 
** The Sub-totals and Total amounts may be slightly off as a result of rounding. 


Total 
Principal 
Reductions 
Made 
$ 


(74 549 220) 


(72 662 656) 


(48 212 560) 


(23 140 841) 


(86 281 765) 


(241 496 183) 


(672 250 907) 


(1,350 900 762) 


(1 793 301 279) 


(3 246 020 064) 


(937 955 618) 


(1 444 916 594) 


* Balance of 
Loans 


Outstanding as at 


March 31, 1995 
$ 


283 867 


3 251 306 


6 306 039 


106 032 158 


374 982 653 


5 465 282 896 
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Avant le I* avril 1993 = 1s 


A compter du I* avril 1993 A compter du 1* avril 1995 


Taille maximum de Revenu annuel de 2 000 000 $ Revenu annuel de 5 000 000 $ Revenu annuel de 5 000 000 $ 


V’entreprise 


Montant maximum d’un 100 000 $ au total 250 000 $ au total 250 000 $ au total 


PAE 


5 


Pour les préts 4 taux variable, taux 
préférentiel + 3 %. Pour les préts & taux 
fixe, taux préférentiel + 3 % de plus que le 
taux hypothécaire résidentiel pour le terme 
applicable. 


Taux d’intérét 
- variable 
- fixe 


Pour les préts 4 taux variable, taux 
préférentiel + 1 3/4 %. Pour les préts 4 
taux fixe, taux préférentiel 1 3/4 % de plus 
que le taux hypothécaire résidentiel pour le 
terme applicable. 


Taux préférentiel + 1% 
interdit 


Droits gouvernementaux 
initiaux 


2 %, montant pouvant étre ajouté au PAE. 2 % montant pouvant étre ajouté au PAE 
sans excéder le solde maximum de 

250 000 $. Frais d’administration de 1,25 % 
payable par le préteur et “passé" a 


l’emprunteur via Je taux d’intérét. 


De 


Refinancement Interdit Jusqu’a 180 jours avant l’octroi du PAE. ’a 180 jours avant l’octroi du PAE. 


Jusqu 


100 % du coiit de la totalité des éléments 
d’actif admissibles. 


Pourcentage de financement 
permis 


100 % du coitit des actifs admissibles; 90% 
aprés le 31 décembre 1995. 


80 % pour le matériel 
90 % pour terrains et batiments 


Montant de la garantie de 
lEtat 


85 % de toute perte 90 % de toute perte subie. 90 % de toute perte subie; 85% pour les 


préts accordés aprés le 31 décembre 1995. 


Substitution et mainlevée 
des stiretés 


Le préteur peut donner une mainlevée sur les 

sfretés détenues mais devra maintenir, au cours du 
prét, une sireté adéquate pour le remboursement du 
prét tout en étant conforme aux pratiques bancaires. 


La substitution est permise 4 ]’exclusion des 
sfiretés personnelles non garanties. 


A compter du 31 janvier 1995, substitution 
et mainlevée des actifs grevés sous des 
conditions spécifiques. Les siretés 
personnelles non garanties sont exclues. 
Sous des conditions prescrites, le matériel 
grevé peut faire l’objet d’une mainlevée 
(pas de défaillance). Aprés 2 ans, solde en 
capital réduit conséquemment. 


Durée maximum du prét 


Entreprises exclues du 
programme 


Finances, assurance, immobilier, professions, 
extraction de métaux et minéraux, matériaux non 
métalliques, production de pétrole et gaz naturel, 
entreprises agricoles et organismes a but non 
lucratif ou religieux 


Entreprises agricoles et organismes a but 
non lucratif ou religieux. 


Entreprises agricoles et organismes a but 
non lucratif ou religieux 


Catégories de PAE Terrains, locaux, matériel mobile, matériel fixe Terrains, locaux, matériel, droits Terrains, locaux, matériel, droits 


> 


Remarque: Pour les préts octroyés aprés le 31 mars 1995, sera demandé un droit d’administration annuel de 1,25 


Tableau 4c 


Préteur 


Province 
Newcourt Credit Group 
Incorporated 


196 


18 066 032 
23 634 309 


Saskatchewan 2 576 638 


Manitoba 3 684 678 


47 337 866 
490 550 


1 241 000 

288 393 
3 438 244 
2 895 464 


Sociétés de fi 


PAE par sociétés de fiducies et compagnies de prét et d’assurances, et par province 
Du 1 avril 1994 au 31 mars 1995 


ducie, d’assurance et de prét ayant consentis 


PAE consentis par 
4 000 000 $ et plus de PAE 


Vensemble des autres 
sociétés de fiducie, 
d’assurance et de prét 


Valeur totale des PAE 
consentis par l’ensemble 
des sociétés de fiducie, 


d’assurances et de prét 
GE Capital Canada GE Capital Quebec 
Equipment Financing Inc. Equipment Financing Inc. 


39 0 238 


5 749 550 120 989 23 936 571 


85 000 


96 094 23 815 403 


2 667 538 


4 348 436 


56 709 902 
490 550 
0 


0 1 241 000 


0 288 393 


876 926 4315 170 


1 915 325 4 810 789 


Tableau 4b (fin) PAE par Credit Unions, caisses populaires et sociétés coopératives de crédit par province 
Du 1* avril 1994 au 31 mars 1995 


Credit Unions, caisses populaires et sociétés coopératives de crédit PAE consentis par Valeur totale des PAE 
ayant consenti 4 000 000 $ ou plus de PAE Vensemble des autres consentis par l’ensemble 
Credit Unions, caisses des Credit Unions, 
populaires et sociétés caisses populaires et 
coopératives de crédit sociétés coopératives de 
crédit 


C.B. 0 0 0 0 | 172 12 


8 758 722 8 758 722 


Caisse populaire 
de Victoriaville 


Alberta 765 004 0 11 744 383 | 12 509 386 
Saskatchewan 3 380 125 4112 747 32 881 024 | 40 373 896 


Manitoba 0 0 14 902 217 | 14 902 217 


17 296 573 17 296 573 


0 0 

980 053 980 053 
2 220 957 2 220 957 
1 057 171 1 057 171 


Tableau 4b PAE par Credit Unions, caisses populaires et sociétés coopératives de crédit par province 
Du 1 avril 1994 au 31 mars 1995 


Préteur Credit Unions, caisses populaires et sociétés coupératives de crédit 
ayant consenti 4 000 000 $ ou plus de PAE 


Caisse populaire Caisse populaire Caisse populaire Caisse populaire Caisse populaire 
St-Frederic de de Granby Desjardins Laurier La Tuque 
Drummondville de Joliette 


C.B. 0 0 0 


Alberta 


Saskatchewan 


0 
0 
0 
0 


Manitoba 


N.-B. 
N.-E. 
LP.-E. 


Terre-Neuve 


Tableau 4a (fin) PAE par banque a charte et par province 
Du 1 avril 1994 au 31 mars 1995 


Préteur Banques & charte qui ont consenti des PAE pour 4 000 000 $ et plus PAE consentis par Total des PAE consentis 
toutes les autres par l’ensemble des 
Province Banque Nationale Banque Hongkong Banque Laurentienne Banque canadienne banques a charte banques A charte 
du Canada du Canada du Canada de l’ouest 


3 314 0 19 2 


C.B. 603 440 24 224 583 2 449 849 240 000 378 632 849 
Alberta 283 455 28 674 144 3 019 305 323 166 813 
Saskatchewan 250 000 2 535 779 165 810 119 828 459 
Manitoba 564 737 213 973 0 95 398 125 


18 926 330 26 315 824 3 629 601 1 371 659 040 


0 250 000 | 9 470 502 


0 0 6 515992 


487 112 58 530 051 

1 313 192 0 20 230 127 

3 249 308 1 844 820 122 614 157 
29 456 722 1 461 491 


Tableau 4a PAE par banque a charte et par province 
Du 1 avril 1994 au 31 mars 1995 


Préteur Banques a charte qui ont consenti des PAE pour 4 000 000 $ et plus 


Province Banque de la Banque Royale Banque de Montréal Banque Toronto-Dominion Banque Canadienne 
Nouvelle-Ecosses du Canada Impériale de Commerce 


846 510 


85 419 917 64 135 477 101 090 228 62 463 338 38 006 017 
74 731 661 49 618 416 51 380 776 39 029 727 76 429 328 
Saskatchewan 32 767 711 33 133 875 22 269 578 9 257 487 | 19 448 219 
Manitoba 24 037 602 24 597 792 10 829 093 18 607 703 16 547 225 


Ontario 267 713 173 246 971 014 238 568 114 346 330 555 220 979 094 
T.N.-O. 1 728 721 1 020 456 3 444 669 1 732 072 1 294 584 
Yukon 1 135 432 597 775 2 503 371 606 480 1 672 935 


N.-B. 28 047 423 8 330 108 12 958 775 2 921 309 5 729 723 


N.-E. 7 879 227 2 630 576 2 033 328 2 016 280 4 357 526 
I.P.-E. 49 499 826 31 578 599 14 365 417 10 248 370 11 827 816 
Terre-Neuve 52 039 967 21 723 989 14 792 456 13 724 351 8 016 495 


Tableau 4 Sommaire des PAE, classés par type d’établissement de crédit et par province 
Du 1* avril 1994 au 31 mars 1995 


Sociétés de 


Banques & charte en Credit Unions, caisses Succursales du 


Préteur vertu de la Loi sur populaires et fiducie, de prét Trésor de I’Alberta 
les banques sociétés coopératives et d’assurance 
de crédit 


G23: 378 632 849 8 758 722 23 936 571 411 328 142 


Alberta 323 166 813 12 509 386 23 815 403 71 147 907 


430 639 S09 


Sask. 119 828 459 40 373 896 2 667 538 0 162 869 893 


Manitoba 


95 398 125 14 902 217 


4 348 436 0 114 648 778 


1 371 659 040 17 296 573 56 709 902 1 445 665 515 


9 470 502 490 550 9 961 052 


6 515 992 


0 6 515 992 


58 530 051 0 


1 241 000 59 771 051 


20 230 127 980 053 288 393 21 498 574 


122 614 157 2 220 957 4 315 170 129 150 283 


141 215 470 1 057 171 4 810 789 147 083 430 
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Tableau 2 


Sommaires des réclamations payées, recouvrement et droits 


Sous-total Réclamations 
Recouvrements réclamations Recettes payées moins 
de créances des payées moins provenant les 
Sous-total années tous les des droits $ recouvrements 
brut $ * antérieures en $ | recouvrements et moins les 
en $ droits $ 


Période Réclamations 


Nombre Montant $ | Recouvrements $ 


12 mois terminés 
le 31 décembre 


1961-1969 

1970-1974 

1975-1979 
1980 
1981 
1982 
1983 


3 mois terminés 


le 31 mars 
1984 


12 mois terminés 


le 31 mars 
1985 
1986 
1987 
1988 
1989 
1990 
199] 
1992 
1993 
1994 
1995 


873 289 
697 286 

4 270 986 
3 825 688 
6 761 102 
11 705 508 
22289) 1/33 


10 724 817 


29 079 005 
44 450 775 
37 331 898 
35 379 304 
32 675 582 
33 562 975 
33 653 689 
46 424 478 
45 938 930 
32 916 740 
24 092 391 


(21 453) 
(265 133) 
(327 051) 
(330 004) 
(611 442) 
(366 713) 
(500 101) 
(757 335) 
(437 618) 
(129 728) 


873 289 
697 286 

4 270 986 
3 825 688 
6 761 102 
11 705 508 
22 283 733 


10 724 817 


29 079 005 
44 429 322 
37 066 765 
35 052 253 
32 345 578 
32 951 533 
33 286 976 
45 924 377 
45 181 595 
32 479 122 
23 962 663 
AS2 90: 


(2 386) 
(56 640) 
(94 132) 
(62 036) 
(88 662) 
(63 385) 

(178 500) 


(44 625) 


(670 000) 
(592 178) 
(507 944) 

(1 102 547) 

(1 004 661) 

(1 364 747) 

(1 729 656) 

(1 655 259) 

(1 733 998) 

(1 943 207) 

(1 498 581) 


870 903 
640 646 

4 176 854 
3 763 652 
6 672 440 
11 642 123 
22 105 233 


10 680 192 


28 409 005 
43 837 144 
36 558 821 
33 949 706 
31 340 917 
31 586 786 
31 557 320 
44 269 118 
43 447 597 
30 535 915 
22 464 082 


(7 101 331) 
(7 172 167) 
(6 639 065) 
(6 887 911) 
(5 545 077) 
(4 179 079) 
(3 931 474) 
(4 755 772) 

(47 080 551) 

(78 307 287) 


870 903 
640 646 

4 176 854 
3 763 652 
6 672 440 
11 642 123 
22 105 233 


10 680 192 


28 409 005 
36 735 813 
29 386 654 
27 310 641 
24 453 006 
26 041 709 
27 378 241 
40 337 644 
38 691 825 


(16 544 636) 
(55 843 205) 


G6 908 


* Correspond au montant du tableau 1 


Ce présent tableau montre les mouvements de trésorerie pour les années indiquées, mais ne refléte pas les futures créances pour pertes a l’égard de l’encours des PAE. 

Les recettes relativement importantes provenant des droits, enregistrées durant les exercices 1993-94 et 1994-95, s’expliquent par |’augmentation notable du nombre de PAE consentis pendant 
ces deux exercices et la hausse du droit d’enregistrement ponctuel des préts, qui est passé de 1 4 2 %. L’accroissement considérable prévu des réclamations pour pertes que |’Etat devrait payer 
aux préteurs, particuliérement durant les 3e, 4e et Se années suivant les exercices 1993-94 et 1994-95, ne sera pas entiérement contrebalancé par les recettes. 
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Minister of Industry Ministre de I’Industrie 


e.a,- ts 
Somes 


Ottawa, Canada K1A OH5 


The Honourable L’honorable 
John Manley P.C..M.P. c.p., député 


His Excellency the Right Honourable Romeo LeBlanc, P.C., C.C., C.M.M., C.D. 
Governor General 

Government House 

1 Sussex Drive 

Ottawa, Ontario 

K1A 0A1 


Your Excellency: 
In accordance with section 11 of the Small Business Loans Act, the undersigned has the 
honour to place before Your Excellency a report on the administration of the Act for the 


twelve-month period ended March 31, 1997. 


Respectfully submitted, 
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Small Business Loans Act 


FOREWORD 


This Annual Report on the operations of the SBLA is being presented by the Minister of 
Industry. 


On January 25, 1996, the Minister of Industry, in addition to continuing to occupy that position, 
was appointed the Minister responsible for the Atlantic Canada Opportunities Agency, the 
Minister responsible for the Federal Office of Regional Development - Quebec and the Minister 
of Western Economic Diversification. Formerly these constituted separate responsibilities under 
the SBLA, which are now exercised by the Minister of Industry who assumed complete 
responsibility for the SBLA across Canada. 


Investing in Canada’s Future 


Small business is one of the fastest growing segments of Canada’s economy. Imaginative 
entrepreneurs with drive and spirit are creating thousands of new jobs and new opportunities. 
However, financing may not always be available to them unless they are willing to include their 
personal assets as loan security or have a solid track record. 


The Small Business Loans Program was created to help small businesses, which frequently lack 
the funds they need, to reach their potential by making it easier for them to get term business 
improvement loans - BILs - to finance the purchase or improvement of fixed assets. 


Administered in accordance with the Small Business Loans Act (SBLA), the program is a joint 
initiative between the Government of Canada and commercial lenders. The Government shares 
the lending risks with commercial lenders and lenders are limited on the amounts and type of 
security they may take to make loans to the small business community more accessible. 


Contributing to Canada’s Economy 


Nearly 99 percent of all small and medium size enterprises (SMEs) in Canada have fewer than 
50 employees’. Yet, SMEs provide 50 percent of private sector employment and 43 percent of 
private sector economic output. Clearly, small business plays a very important role in Canada’s 
economy. The SBL Program has contributed directly to this SME community by generating 
some $20.2 billion in BILs during its 36-year history. 


During fiscal 1996-97, close to 31 000 BILs were made under the SBLA. More than 12 000 of 
these loans, or 39 percent, were made to new businesses. Borrowers estimated in their loan 
applications that they expected to create more than 73 000 additional jobs, for an average of 
2.4 jobs per BIL, as a direct result of the BILs that were made during fiscal 1996-97. These job 
estimates by borrowers were in turn reported to the SBL Program Administration by lenders 
when registering their loans. 


1 “Trends & Statistics, Small Business Creating Jobs and Growth, Industry Canada, 1996, p. 1" 
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A Program in Transition 
1961 to 1993 


Until 1993, the SBLA program was relatively modest, providing 90 percent financing on loans 
up to $100 000 to companies with sales less than $2 million a year at rates of prime plus one 
percent, (after paying a one-time registration fee of one percent of the value of the loan). The 
government registered about $500 million worth of loans per year during this period. In the event 
of defaults, the government paid up to 85 per cent of the cost of eligible claims. This translated 
into average annual claims cost of about $38 million a year in the five years ending on 

March 31, 1993. 


1993 to 1995 


However, the SBLA program changed significantly on April 1, 1993 as a result of a broad set of 
legislated amendments adopted by Parliament in 1992. For the first time, bigger firms, with 
annual sales up to $5 million, became eligible for loans, and loans of up to a maximum of 

$250 000 could be extended to finance eligible assets up to 100 percent. As well, the 
government boosted its share of the burden for loan losses to 90 percent of eligible claims. At 
the same time, the one-time loan registration fee was increased to two percent, while the interest 
rate ceiling was raised to prime plus 1.75 percent. 


The program was simultaneously made more appealing to both lenders and borrowers. As a 
result, lending under the SBLA program soared, from $500 million annually to $2.5 billion in 
1993-94 and $4.4 billion in 1994-95. 


The most striking effect of the 1993 amendments was — and continues to be — felt in the size 
and pattern of claims for loan losses. With the sheer volume of loans extended during the 
1993-1995 period, there were more defaults. And because the average loans were bigger, the 
claims were also for larger amounts. Moreover, because loans may be repaid over a period of up 
to 10 years and claims may be submitted for a further three years, the impact of the 1993-95 
changes to the SBLA on loan losses will continue to be felt for a considerable period of time, 
notwithstanding the structural changes introduced into the SBLA program in 1995. 


Program Response 


1995 to 1997 


By 1995, the SBLA program had grown eight-fold in just two years. The government concluded 
that the program had to be modified and put on a sounder financial footing. 


Therefore, in 1995, Parliament imposed a new 1.25 percent annual administration fee on loans 
made after March 31, 1995 while increasing the maximum interest rate that lenders were 
permitted to charge on SBLA loans to prime plus three percent, to enable lenders to pass the 
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cost of the new fee on to borrowers. In addition, from January 1, 1996, the percentage of 
eligible assets that could be financed under the SBLA program was reduced from 100 percent to 
90 percent, as it had been before 1993. The proportional liability for loan losses was also 
restored to the pre-1993 ratio of 85 percent for the government (down from 90 percent) and 
15 percent for lenders. The introduction of the new administration fee was intended, together 


with the registration fee, to place the SBL Program on a cost recovery basis over the ten-year 
period commencing in 1995. 


As a result of these further program changes, total lending was reduced by one half, from 
$4.4 billion in 1994-95 to $2.2 billion in 1995-96, and around $2 billion in 1996-97. 


Operational Response 
1995 to 1997 


In 1995, a re-engineering of the administrative processes was initiated to address the large 
volume increase in claims anticipated. During 1996-97, re-engineered processes were 
implemented resulting in a significant productivity improvement. In addition, a decision was 
made to reallocate resources to reduce the time required to process loan-loss claims. This will 
result in a substantial reduction of interest expense in future years. In addition, a set of 
guidelines was developed for lenders, which greatly reduced the number of routine enquiries to 
the department. As part of this re-engineering, a new fully-integrated computer system was 
developed and installed together with fax-back technology which 1s expected to decrease paper 
burden by 50 percent. 


An information product was also developed and launched as part of Industry Canada’s 
“Strategis” Internet site. Included in this product are the SBL Act and Regulations, together 
with certain frequently used forms as well as general information on the program, including a 
copy of the Small Business Loans Guidelines and the Report to Parliament. Via this package, 
lending institutions are now retrieving the information directly and thus eliminating the need for 
considerable hard copy distribution by the Administration. Altogether, these improvements have 
greatly improved productivity and have significantly enhanced service to SBLA’s clients, both in 
the commercial lending community and the small and medium sized business community. 


In 1995, given the series of fundamental changes made to the program in 1993 and 1995, it 
became necessary to develop new loan loss forecasting models. The SBLA Administration 1S 
now developing and testing a new forecasting model that will take into account a far greater 
range of data which will assist in predicting the future behaviour of the program. However, the 
accuracy of the model will improve over time as more data respecting the 1993-95 and the post 
1995 period become available. 
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PROGRAM DESCRIPTION 


The objective of the SBLA, which has been in force since January 1961, is to encourage lenders 
in the private sector to increase the availability of loans for the purpose of the establishment, 
expansion, modernization and improvement of small business enterprises. 


A firm is eligible for BIL consideration if it estimates that its gross revenues will not exceed 

$5.0 million in the year the BIL is approved by the lender and the maximum loan amount is 

$250 000. The maximum term for these BILs is 10 years. Farming businesses, which are eligible 
for loans under a separate program sponsored by Agriculture Canada, are not eligible for BILs; 
charitable and religious organizations are also not eligible. 


The following changes were made to the SBL Program in 1995: 


iB) Concerning a BIL made after March 31, 1995, a lender shall pay to the 
government an annual administration fee of 1.25% of the yearly average of the 
end-of-month BIL balances outstanding. 


A lender may not pass on the newly introduced administration fee to the 
borrower, except indirectly through interest rates, while respecting the prescribed 
maximum rates. 


2) In addition, concerning a BIL made after December 31, 1995, 


(a) a lender may not finance more than 90% (compared to 100% previously) 
of eligible program costs, and 


(b) the loss-sharing ratio has changed to 85% government/15% lender 
(from 90% government/10% lender). 


Under the SBLA, the Minister was liable to pay, during the period covered by this report, 85% 
or 90% of the amount of any loss sustained by a lender in respect of a BIL, as prescribed at the 
time the BIL was made. Such payments are made only if the lender had minimized its loss 
through the disposition of the secured assets of the borrower, and provided all other legislated 
requirements were met.” 


* The principal legislated requirements relate to: 


eligibility of the borrower as a defined business enterprise; 

eligible purpose for which a BIL may be made; 

maximum amount of the BIL; 

maximum repayment term; 

maximum rate of interest which may be charged to a borrower; and 
security to be taken. 
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APPROVED LENDERS 


Approved lenders include all chartered banks, Alberta Treasury Branches, cooperative credit 
societies (inclusive of their respective credit unions and caisses populaires) and trust, loan and 
insurance corporations with membership in the Canadian Payments Association. Other 
organizations that make loans, may, upon application, be designated as approved lenders. 


During the past fiscal year, approximately | 500 lending institutions operating from more than 
13 000 branches/offices across Canada participated in making BILs to small businesses under the 
SBLA. 


TYPES OF LOANS (OR LOAN PURPOSES) 


During the period covered by this report, BILs could be granted by an approved lender to 
finance up to 90% of the borrower's eligible cost in respect of the following: 


Land Loans made for the purchase of land, including any building or structure 
on the land, necessary for the operation of a business enterprise; 

Premises Loans made for the renovation, improvement, modernization, 
construction and/or purchase of premises necessary for the operation of a 
business enterprise; 

Equipment Loans made for the purchase, installation, renovation, improvement 
and/or modernization of equipment necessary for the operation of a business 
enterprise; and 

Fee Loans made for the purpose of financing the 2% loan registration fee. 


Loans to finance inventory, working capital, franchise fees or share purchases are not eligible. A 
BIL can be used to refinance commitments or expenditures which are otherwise eligible and have 
been incurred within 180 days prior to the date of the lender's BIL approval. 
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OPERATING RESULTS FOR FISCAL 1996-97 


The following summarizes significant highlights of the operating results for the SBL Program for 
the fiscal year April 1, 1996 to March 31, 1997. 


In the fiscal year ended March 31, 1997 (see Table 1): 


more than 30 700 BILs totalling almost $2.0 billion were made and registered 
with the SBL Administration while 

the average size of a BIL made was $65 000 compared with over $64 800 during 
the previous 12-month period. 


Of these $2.0 billion in BILs loaned during the period under review: 


$1.405 billion, or 70.3%, was used to finance the purchase, installation, 
renovation, improvement and/or modernization of equipment; 

$446 million, or 22.3%, was used to finance the renovation, improvement, 
modernization, construction and/or purchase of premises; 

$130 million, or 6.5%, was used to finance the purchase of land; and 

$19 million, or 0.9%, was used to finance 2% loan registration fees. 


BILs outstanding on lenders' books as of March 31, 1997 (see Table 3): 
totalled in excess of $6.0 billion; and 


the Crown's contingent liability in relation to this total was unchanged at 
$1.4 billion. 
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THE CROWN’S CONTINGENT LIABILITY TO APPROVED LENDERS 


As soon as a BIL is made by an approved lender, the Crown is contingently liable to the lender 
for the reimbursement of any loss the lender may sustain in an amount not exceeding the 
following formulae per legislated lending period: 


a) Inrespect of any BIL that was made prior to April 1, 1993: 


1) 90% of the first $125 000 in BILs made; 
1) 50% of the second $125 000 in BILs made; and 
11) 10% of all subsequent BILs made. 


b) Inrespect of any BIL made after March 31, 1993: 


1) 90% of the first $250 000 in BILs made; 
i) 50% of the second $250 000 in BILs made; and 
11) 10% of all subsequent BILs made. 


Thus, the government will continue to pay to a lender its legislated share of BIL losses for as 
long as sufficient funds are available in the lender's loss reimbursement account. 


The government's contingent liability per approved lender, per lending period, is reduced by the 
repayment of BILs by borrowers and the reimbursement of BIL losses by the government. No 
contingent liability remains under the SBLA with respect to BILs made prior to July 1, 1980, 
i.e., prior to lending period 8, as none of those BILs remain outstanding (see Table 3). 


Since July 1, 1980, $19 007 780 967 in BILs were registered. Overall BIL reductions have 
comprised an aggregate of $12 987 601 818 representing $12 362 246 728 in borrowers' 
repayments and $625 355 090 in government reimbursements of lenders' BIL losses. The 
government's payment of $625.4 million in lenders’ losses equates to a claims paid rate of 4.8% 
on overall BIL reductions of $13.0 billion. 


Together, these payments have reduced the amount of BILs outstanding on the books of all 
participating lenders, as of March 31, 1997, to $6 020 179 149 (see Table 3). 


Small Business Loans Act 


At that same date, the government's net contingent liability in respect of the $6 020 179 149 in 
outstanding BILs had been reduced to a maximum not to exceed $1 382 517 972, a figure which 
is presently estimated to translate to some $485.7 million in actual claim payments by the Crown 
to conventional lenders during the ensuing 10 fiscal years. Adding $485.7 million in estimated 
future claim payments to the $625.4 million in claims already paid to March 31, 1997, would 
represent a cumulative loss rate of 5.8% on some $19.0 billion in BILs made since July 1, 1980. 


$19 007 780 967 BILs registered between July 1. 1980. 
and March 31. 1997 (see Table 3) 


($12 362 246 728) Borrowers’ repayments 


( 625 355090) Crown's loss reimbursements (4.8% of overall BIL reductions)’ 


(12 987 601 818) Overall BIL reductions 


$ 6020 179 149 BILs outstanding on lenders' books as of 
March 31, 1997 (see Table 3) 


3 Included in the $625 355 090 in loss reimbursements paid by the Crown, which represent subrogated debts, are 
$110 435 312 which, in accordance with standard procedures, were written off during the 1996-97 fiscal year. This 
represents a $12 185 180 increase from the 1995-96 write-off. The increase is the direct result of a process 
initiated in 1995 to clean up old accounts, still reported as receivables, in respect of which it was determined that no 
further recoveries could be made. 
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AGE OF SMALL BUSINESS ENTERPRISE BORROWERS 


A lender is required to report the age of a business enterprise in respect of which a BIL had been 
made under the SBLA. Business start-ups and young businesses continue to be recipients of the 
majority of BILs made under the SBLA. 


bh CAE cieayan er Oe of Business Enterprise 
Older Than 


Fiscal Sub-Total 
Year Start-ups] Ist year | 2nd Year| 3rd Year Three years 
988-9 89 7 004 232 1 429 1110 10 775 6 983 17 758 
39.4% 6.9% 8.0% 6.3% 60.7% 39.3% 100.0% 
1989-90 5 349 949 1 070 926 8 294 5 508 13 802 
38.8% 6.9% 7.8% 6.7% 60.1% 39.9% 100.0% 
1990-91 4 260 700 Tine | 644 6 315 4311 10 626 
40.1% 6.6% 6.7% 6.1% 59.4% 40.6% 100.0% 
1991-92 3 943 667 681 663 5 954 4 603 10 557 
37.3% 6.3% 6.5% 6.3% 56.4% 43.6% 100.0% 
1992-93 4 824 829 809 836 7 298 Syesiyl [32155 
36.7% 6.3% 6.1% 6.4% 55.5% 44.5% 100.0% 
1993-94] 14 123 Bale 2 897 2-671 22 823 20 526 43 349 
32.6% 7.2% 6.7% 6.2% 52.6% 47.4% 100.0% 
1994-95| 24 624 5 598 4524 3 632 38 378 30 003 68 381 
36.0% 8.2% 6.6% 5.3% 56.1% 43.9% 100.0% 
1995-96] 13 813 5523 2 609 1 993 21 938 12 678 34 616 
39.9% 10.2% T5% 5.8% 63.4% | 36.6% 100.0% 
1996-97] 12002 2918 2 414 1 952 19 286 11 479 30 765 
39.0% 95% 7.8% 6.3% 62.7% 37.3% 100.0% 


Percentages have been rounded 


Totals 
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EMPLOYMENT BY SMALL BUSINESS ENTERPRISE BORROWERS 


The actual number of workers on the payroll of a borrower on the date a BIL is made by a lender 
and the estimated number of workers that a borrower believes will be employed additionally, as a 
direct result of a BIL being made, are figures provided by borrowers to lenders, that, in turn, 
forward those numbers concerning actually existing and anticipated future workers, to the SBL 
Program Administration in Ottawa. The foregoing process has been used since November of 
1987 when the applicable regulations were suitably amended. 


Existing Employment 
Fiscal No. of at Loan Made Date Employment 
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INDUSTRY SECTOR ACTIVITY 


The numbers and dollar value of BILs included in the following table, represent loans made by 


industry sector during the fiscal year. 
Business Improvement Loans (BILs) Made During Fiscal 
1996-97 
%o 


a 


Government Services Industries 1 241 660 0.) 
Other Misc. Service Industries* 418 046 830 20.9 


Total 1 999 607 516 100.0 


* “(Other - Misc. Service Industries” represent a wide miscellany of service industries not otherwise categorized by 
lenders at time of loan registration. 
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Questions respecting this Annual Report should be addressed as follows: 


in writing to Director 
Small Business Loans Administration 
Industry Canada 
235 Queen Street 
Ottawa, Ontario 
K1A 0HS5 


The Small Business Loans Administration may be reached 


by telephone in English at (613) 954-5539 
in French at (613) 954-5570 
by facsimile at (613) 952-0290 


Copies of this Annual Report as well as other SBLA documents may be seen at the World Wide 
Web site: 


http://strategis.ic.gc.ca/sbla 
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Table 1 Summary of Operations -- Total Program 


Business Improvement Average Claims Paid 
Period Loans (BILs) Made Size of 
Number Amount $ BS Number 
12 months 
ended Dec. 31 

1961-1969 195 424 436 873 289 

1970-1974 133 312 215 697 286 
1975 82 003 157 237 093 
1976 91 893 663 231 896 
1977 99 636 016 632 794 
1978 176 760 504 1 380 584 
1979 268 786 603 1 788 619 
1980 421 407 563 3 825 688 
1981 522 529 088 6 761 102 
1982 450 863 534 11 705 508 
1983 712 845 493 22 283 733 

3 months 

ended March 31 
1984 211 368 934 10 724 817 
12 months ended 

March 31 
1985 1 005 937 892 29 079 005 
1986 737 228 550 44 433 240 
1987 709 286 075 37 066 765 
1988 683 819 836 35 052 253 
1989 682 667 264 32 236 474 
1990 539 050 494 B21O5 1533 
199] 413 258 424 33 286 976 
1992 397 274 532 45 924 377 
1993 502 173 290 45 185 242 
1994 2 548 688 917 32 479 122 
1995 4 397 392 060 23 962 663 


43 516 510 65 868 628 


Note: 1) Subsequent to the December 31, 1983, calendar year, the reporting period was changed to coincide with the 


federal government's fiscal year-end of March 31. 
2) Statistics shown above under "BILs Made" and "Average Size of BIL" for the year ended March 31, 1996 and 


prior periods may differ from those presented in previous Annual Reports because of late registration of BILs 
and sundry adjustments. 
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Table 3 BILs Advanced, Claims Paid, Repayments Made and Principal Balance of BILs Outstanding 


Balance of Loans 
Outstanding as at 
March 31, 1997 * 
$ 


Total Principal 
Reductions 
Made 
$ 


Claims Paid by 
Government 
to Lenders 


$ 


Principal 
Reductions Made 
by Borrowers 


$ 


Lending Periods Loans Made 
$ 


Period 1: 
Jan. 19/61 - Dec. 31/63 


74 549 220 (74 549 220) 


(722 023) (73 827 197) 


Period 2: 
Jan. 1/64 - Dec. 31/66 


72 662 656 (72 662 656) 


(471 468) (72 191 188) 


Period 3: 
Jan. 1/67 - Dec. 31/69 


48 212 560 (48 212 560) (285 712) (47 926 848) 


Period 4: 
Jan. 1/70 - June 30/71 


23 140 841 (23 140 841) (352 401) (22 788 440) 


Period 5: 
July 1/71 - June 30/74 


86 339 365 (86 339 365) (830 647) (85 508 718) 


Period 6: 
July 1/74 - June 30/77 


241 496 183 (241 496 183) (5 054 826) (236 441 357) 


Period 7: 


(40 807 189) (631 743 585) 


' a8 5U 266) (4.170 427 333) 


| July 1/80 - Mar. 31/83 


1 354 210 176 


417 854 (1 353 792 322) (100 315 258) (1 253 477 064) 


Period 9: 
Apr. 1/83 - Mar. 31/85 


2 174 387 (1 724 280 020) 


1 799 607 317 (1 797 432 930) (73 152 910) 


| Period 10: 
| Apr. 1/85 - Mar. 31/90 


3 352 052 222 29 080 731 (3 322 971 491) (178 396 149) (3 144 575 342) 


| Period 11: 
| Apr. 1/90 - Mar. 31/93 


(67 122 829) (1 118 466 441) 


127 116 978 (1 185 589 270) 


1 312 706 248 


| Period 12: 
Apr. 1/93 - Mar 


5 861 389 199 (5 121 447 861) 


BOLO, 11 189 205 004 


(206 367 944) 


) | (2362 246 728) 


| @3 S32 674 061) 


* As reported by lenders at time of printing. 
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Tableau 5 


Taille maximum de I'entreprise 
Montant maximum d'un PPE 
Taux d'intérét 


- variable 
- fixe 


Droits gouvernementaux 


Refinancement 


Pourcentage de financement permis 


Ratio de partage des pertes 


Substitution et mainlevée des stiretés 


Durée maximum du prét 


Entreprises exclues du programme 


Catégories de PPE 


LOTSURL 


S PRET 


PPE effectué avant le I avril 1993 
Produit d’exploitation annuel de 2 000 000 $ 


100 000 $ au total 


Taux préférentiel | 1 p. 100 
interdit 


Droit d’enregistrement initial de 1 p. 100 


Interdit 


80 p. 100 pour le materiel 
90 p. 100 pour terrains et batiments 


. 100 gouvernement 15 p. 100 préteur 


Le préteur peut donner une mainlevée sur les suretés 
détenues mais devra maintenir, au cours du prét, une sireté 
adéquate pour le remboursement du prét tout en étant 
conforme aux pratiques bancaires. 


Finances, assurances, immobilier, professions, extraction de 
métaux et minéraux, matériaux non meétalliques, production 
de pétrole et gaz naturel, entreprises agricoles et organismes 
a but non lucratif ou religieux 


Terrains, locaux, matériel mobile, matériel fixe 


AUN PETITES ENTREPRSIES - FICHE D'INFORMATION 


PPE etfectué aprés le 31 mars 1993 
Produit d’exploitation annuel de 5 000 000 $ 


250 000 $ au total 


Pour les prets a taux variable, taux préférentiel + 1,75 p. 100. 
Pour les préts 4 taux fixe, taux hypothecaire résidentiel pour le 
terme applicable + 1,75 p. 100. 


Droit denregistrement initial de 2 p. 100, montant pouvant 
etre ajouté au PPE. 


Jusqu'a 180 jours avant I'octroi du PPE. 


100 p. 100 du coat de la totalité des éléments d'actif 
admissibles. 


90 p. 100 gouvernement / 10 p. 100 préteur 


La substitution est permise a l'exclusion des stretés 


personnelles non garanties. 


Entreprises agricoles et organismes a but non lucratif ou 
religieux. 


Terrains, locaux, matériel, droit d’enregistrement initial de 
2 p. 100 


PPE effectué aprés le 31 décembre 1995 
Produit d’exploitation annuel de 5 000 000 $ 
250 000 § au total 


Pour les préts a taux variable, taux préférentiel + 3 p. 100. 
Pour les préts a taux fixe, taux hypothécaire résidentiel pour 
le terme applicable + 3 p. 100 (pour les préts effectués 
aprés le 31 mars 1995). 


Droit d’enregistrement initial de 2 p. 100, montant pouvant 
étre ajouté au PPE. 

Droit annuel d'administration de 1,25 p. 100 (applicable aux 
préts effectués aprés le 31 mars 1995). Le droit de 1,25 p. 
100 est payable par le préteur, mais ne peut étre transféré a 
l'emprunteur que via le taux d'intérét en respectant le taux 
maximum prescrit. 


Jusqu'a 180 jours avant l'octroi du PPE. 


90 p. 100 du coiitt des actifs admissibles. 


85 p. 100 gouvernement / 15 p. 100 préteur 


A compter du 31 janvier 1995, substitution et mainlevée 
des actifs grevés sous des conditions spécifiques. Les 
siretés personnelles non garanties sont exclues. Sous des 
conditions prescrites, le matériel grevé peut faire l'objet 
d'une mainlevée (pas de défaillance, aprés 2 ans, solde en 
capital réduit conséquemment.) Main levée pour les 
terrains et locaux dans les cas d’expropriation. 


Entreprises agricoles et organismes a but non lucratif ou 
religieux 


Terrains, locaux, matériel, droit d’enregistrement initial de 
2 p. 100 


Tableau 4c 


nea a 


Colombie- 
Britannique 


Alberta 
Saskatchewan 


Manitoba 


Territoires du 
Nord-ouest 


Nouveau- 
Brunswick 


Nouvelle-Ecosse 


Ile-du-Prince- 
Edouard 


PPE par sociétés de fiducie et compagnies de prét et d’assurance, et par province 


Du 1“ avril 1996 au 31 mars 1997 


Sociétés de fiducie, d’assurance et de prét ayant consentis 


Newcourt Credit Group 
Incorporated 


8 480 835 


12 907 213 
1 029 194 


1 996 730 


211 843 


116 382 


13 134914 


1 692 871 


658 487 


1 241 000* $ et/ou plus de PPE 


GE Capital Canada 
Equipment Financing Inc. 


Montant $ 


1 047 340 


683 162 


0 


3 707 522 


108 623 


120 890 
0 


PPE consentis par l’ ensemble Valeur totale des PPE 
des autres sociétés de fiducie, consentis par l’ensemble des 
d’assurance et de prét sociétés de fiducie, 
Boreal Assurances Inc. d’ assurances et de prét 


499 829 10 028 004 


209 508 13 799 883 
1 053 194 


2 679 830 


211 843 


116 382 


18 821 188 


1 801 494 


162 027 941 404 


0 0 


Ce montant représente le seuil établi pour rapporter les activités des 3 Sociétés de fiducie, d’assurance et de prét ayant effectué le plus de préts en vertu de la LPPE au cours de l’exercice 1996-1997 


Tableau 4b (suite) PPE par Credit Unions, caisses populaires et sociétés coopératives de crédit, et par province 
Du 1" avril 1996 au 31 mars 1997 


Credit Unions, caisses populaires et sociétés coopératives de crédit 
ayant consenti 2 034 000* $ ou plus de PPE 


PPE consentis par l’ensembie des Valeur totale des PPE consentis 
autres Credit Unions, caisses par l’ensemble des Credit Unions, 
Caisse populaire Border Credit Union Ltd. Caisse populaire Desjardins populaires et sociétés coopératives caisses populaires et sociétés 
Desjardins de de Causapscal de crédit coopératives de crédit 
Joliette 


Colombie-Britannique 0 5 058 284 5 058 284 
Alberta 1 436 648 9354571 11 527 886 
Saskatchewan 656 896 16 691 432 19 932 016 


Manitoba ao a 0 10171707 | }, 10 171 707 


14 845 096 


Nouveau-Brunswick 2 635 670 2 635 670 


Nouvelle-Ecosse 1 877913 1 877 913 


Ile-du-Prince-Edouard 439 259 439 259 


Terre Neuve | ay as 0 


* Ce montant représente le seuil établi pour rapporter les activités des 8 Credit Unions, caisses populaires et sociétés coopératives de crédit ayant effectué le plus de préts en vertu de la LPPE au cours 


de l’exercice 1996-1997 


Tableau 4b PPE par Credit Unions, caisses populaires et sociétés cooperatives de crédit, et par province 
Du 1" avril 1996 au 31 mars 1997 


Credit Unions, caisses populaires et sociétés coopératives de crédit 


ayant consenti 2 034 000* $ ou plus de PPE 


Préteur Lloydminster Credit Caisse populaire Caisse populaire Caisse populaire Caisse populaire 


Union Ltd. St-Benoit de Granby de Granby De La Pocatiére St-Frederic de 
Drummondville 


Colombie-Britannique 0 
Alberta 736 667 
Saskatchewan 2 583 688 


oba ; 0 


Territoires du Nord- 
ouest 


Yukon 


Ontario 


Nouveau-Brunswick 


Nouvelle-Ecosse 


Ile-du-Prince-Edouard 


Terre-Neuve 


* Ce montant représente le seuil établi pour rapporter les activités des 8 Credit Unions, caisses populaires et sociétés coopératives de crédit ayant effectué le plus de préts en vertu 
de la LPPE au cours de lexercice 1996-1997 


Tableau 4a (suite) PPE par banque a charte et par province 
Du 1" avril 1996 au 31 mars 1997 


‘ 


ue a charte qui ont consenti pour 4 102 000* $ et plus PPE consentis par toutes Total des PPE censentis par 
les autres banque a lensemble des banques 
Banque Nationale Banque Hongkong Banque Laurentienne Banque Commerciale charte a charte 
du Canada du Canada du Canada Italienne du Canada | 


Colombie-Britannique 211 568 14 058 116 264 897 2 617 192 171 919 881 
Alberta 250 000 11 989 089 612 370 160 316 703 
Saskatchewan é 1 291 695 0 56 006 100 


Manitoba . 0 ee ae 0 37 233 683 


Territoires du Nord- 4 528 850 
ouest 


Yukon 0 0 3 290 354 


Ontario 236 | 0 | 16 449373 | 2770259 | 2.952 095 1.925 200 632 795 032 


Nouveau-Brunswick 5 943 635 939 436 44 893 957 
Nouvelle-Ecosse 747 263 991 360 46 019 716 
[le-du-Prince-Edouard 182 442 0 11 185091 


Terre-Neuve 0 0 I fi 29 190 722 


* Ce montant représente le seuil établi pour rapporter les activités des 9 banques a charte ayant effectué le plus de préts en vertu de la LPPE au cours de l’exercice 1996-1997 


Tableau 4a PPE par banque a charte et par province 
Du 1" avril 1996 au 31 mars 1997 


Banques a charte qui ont consenti des PPE pour 4 102 000* §$ et plus 
Préteur 
Banque Royale Banque de Nouvelle-Ecosse Banque de Montréal Banque Canadienne Banque 
du Canada Impériale de Commerce Toronto-Dominion 


Colombie- 39 319 148 39 009 813 36 607 876 14 483 587 d 25 347 684 
Britannique 


Alberta 41 938 609 28 291 235 23 007 398 36 277 283 17 894 619 
Saskatchewan 20 493 263 11 944 488 10 350 282 8 087 317 3 839 055 


9925 126 9 463 012 SoOua 5 176 912 6 303 324 


Territoires du Nord- 1 892 721 754 034 1 782 095 100 000 
ouest 


807 539 166 704 923 539 270 000 1122572 


174 192 301 114671 081 102 323 421 106 143 290 86 040 709 


Nouveau-Brunswick 9 826 076 14 617 243 d 6 026 500 4 267 529 | 3 273 538 
Nouvelle-Ecosse 16 150 365 16 905 082 3718 412 2 884 006 4 623 228 
Ile-du-Prince- 2 692 546 1 412 446 1 587 490 2 975 806 2 334 361 


9 183 362 5 365 397 2 397 421 2 790 978 


* Ce montant représente le seuil établi pour rapporter les activités des 9 banques a charte ayant effectué le plus de préts en vertu de la LPPE au cours de l’exercice 1996-1997 


Tableau 4 Sommaire des PPE, classés par type d’établissement de crédit et par province 
Du 1* avril 1996 au 31 mars 1997 


Credit Unions, Caisses 
Banques a charte en vertu de populaires et sociétés | Sociétés de fiducie, de prét et Succursales du Total des PPE 
la Loi sur les banques cooperatives de crédit d’ assurance Trésor de P Alberta 


Colombiec-Britannique 171 919 880 5 058 284 10 028 004 $7 832 187 064 000 
Alberta 160 316 702 11 527 886 13 799 883 23 450 162 209 094 633 
Saskatchewan 56 006 100 19 932 016 1 053 194 0 76 991 310 


Manitoba _ | 9 | 37233 684 10 171 707 2 679 830 ob. |.» 50 085 221 


Territoires du Nord- 4528 850 211 843 4740 693 
ouest 


3 290 354 0 116 382 3 406 736 


14 845 096 18 821 188 666 461 316 


Nouveau-Brunswick 44 893 959 2 635 670 1 801 495 49 331124 
Nouvelle-Ecosse 46 019 715 1877 913 941 404 48 839 032 
fle-du-Prince-Edouard 11 185 092 439 259 0 11 624351 
Terre-Neuve Ls fei 659 532 29 850 253 
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Tableau 2 Sommaires des réclamations payées, recouvrements et droits 


Réclamations payées Recouyrements Sous-total Recettes Recettes Réclamations 
Période de créances des réclamations provenant des provenant des payées moins les 
années pavées moins droits droits annuels recouvrements et 
Montant $ Recouyrements Sous-total antéricures tous les d’enregistrement d@’administrstion moins les droits $ 
net en$* en$ recouvrements en$ en$ 


en$ 


12 mois 
terminés le 
31 décembre 


1961-1969 873 289 873 289 (2 386) 870 903 870 903 
1970-1974 697 286 697 286 (56 640) 640 646 640 646 
1975-1979 4 270 986 4 270 986 (94 132) 4 176 854 4 176 854 
1980 3 825 688 3 825 688 (62 036) 3 763 652 3 763 652 
198] 6 761 102 6 761 102 (88 662) 6 672 440 6 672 440 
1982 11 705 508 11 705 508 (63 385) 11 642 123 11 642 123 
1983 22, 283 733 22283 133 (178 500) 2205/2383 22 105 233 


3 mois 
termineés le 
31 mars 
1984 


10 724 817 10 724 817 10 680 192 10 680 192 


(44 625) 


12 mois 


terminés le 
31 mars 
1985 29 079 005 - 29 079 005 (670 000) 28 409 005 - 28 409 005 
1986 44 454 693 (21 453) 44 433 240 (592 178) 43 841 062 (7 101 331) HS 7/339) 1/8 
1987 37 331 898 (265 133) 37 066 765 (507 944) 36 558 821 (7 172 167) 29 386 654 
1988 35 379 304 (327 051) 310529253 (1 102 547) 33 949 706 (6 639 065) 27 310 641 
1989 32 675 582 (439 108) 32 236 474 (1 004 661) 31 231 813 (6 887 911) 24 343 902 
1990 83562975 (611 442) 829511533 (1 364 747) 31 586 786 (5 545 077) 26 041 709 
199] 33 653 689 (366 713) 33 286 976 (1 728 699) 31 558 277 (4 179 079) 27 379 198 
1992 46 424 478 (500 101) 45 924 377 (1 662 939) 44 261 438 (3 931 874) 40 329 564 
45 942 577 C5738) 45 185 242 (UE 3S IAD) 43 452 071 (4 755 773) 38 696 298 
32 916 740 (437 618) 32 479 122 (1 939 182) 30 539 940 (47 081 663) (16 541 723) 
24 092 391 (129 728) 23 962 663 (1 498 922) 22 463 741 (78 307 287) (55 843 546) 
60 _ (116 132) 65 868 628 (1 257 146) 64 611 482 (53 598 465) 11 013 017, 


65 984 7 


1 


*Correspond au tableau 1. 
Ce tableau montre les mouvements de trésorerie par exercice depuis les débuts en 1961, selon le systéme informatique nouvellement intégré. II en résulte que les données présentées peuvent différer marginalement de celles qui sont contenues 
dans les rapports annuels antérieurs. Ce tableau ne refléte par les réclamations futures a 'égard des pertes concernant les PPE impayés. Les recettes relativement importantes provenant des droits, enregistrées durant les exercices 1993-1994, 1994- 
1995, 1995-1996 et 1996-1997, s'expliquent par I'augmentation notable du nombre de PPE consentis pendant ces quatre exercices et la hausse du droit d'enregistrement des préts, qui est passé de 1 4 2%. Il est prévu que I'Etat devra payer aux 
preteurs beaucoup plus de réclamations pour pertes, particuligrement durant les 3°, 4 et 5¢ années suivant les exercices 1993-1994, 1994-1995, 1995-1996 et 1996-1997. Toutefois, il est prévu que pour les préts autorisés aprés le 31 mars 1995, 
les cotits des réclamations seront entigrement compensés par les revenus sur une période de 10 ans. 
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Under the Small Business Loans program, financial institutions make term 
loans up to $250 000 to small businesses to purchase land, building or equip- 
ment or to improve buildings and equipment. The Government of Canada 
underwrites 85 percent of the net losses incurred on defaulted loans. The 
Small Business Loans Act (SBLA) has been moving toward cost recovery. 
Revenues on loans made since April 1, 1995 are expected to offset claims 
costs over a period of 10 years. The Small Business Loans program is a 
national program operating in all provinces and territories. 
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Minister of Industry ‘ Ministre de I'Industrie 


Ottawa, Canada K1A OH5 


The Honourable L’honorable 
John Manley P.C., M.P. c.p., député 


His Excellency the Right Honourable Romeo LeBlanc, P.C., C.C. 
Governor General 

Government House 

1 Sussex Drive 

Ottawa, Ontario 

K1A OA1 


Your Excellency: 


In accordance with section 11 of the Small Business Loans Act 
(SBLA), I have the honour to place before Your Excellency a report on the 
administration of the SBLA for the 12-month period ended March 31, 1998. 


The Government of Canada is pleased to support thousands of small 
businesses each year through the SBLA. Whether it is a high-tech firm starting 
to make its mark on the global stage, a tourist operator welcoming visitors from 
around the world to Canada, or the store around the corner, each is part of a 
small business sector that has played a key role in Canada’s impressive job 
creation record. 


Small- and medium-sized businesses are vital to our economy. 
However, people beginning or expanding small businesses face critical financing 
challenges. A 1997 Canadian Federation of Independent Business (CFIB) 
survey found that access to financing remains a major concern for many small 
businesses. The CFIB survey indicated that the small business community has 
seen the credit shortage problem persist, even in a period of economic growth. 
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The Small Business Loans program is one of several tools put into 
place by the government to respond to that concern. It is designed to ease 
access to financing of land, premises and equipment of new and expanding 
small businesses, contributing to a stronger economy for all Canadians. 


During 1997-98, more than 28,700 loans were made under the SBLA. 
Over 10,800 of these loans, or 37.7 per cent, went to new businesses. These 
loans are more than investments in businesses. They are investments in jobs. 
Borrowers expected to create some 74,600 additional jobs, as a result of the 
loans made in 1997-98. 


The SBLA program has been successful because of its partnership 
with the financial institutions. Industry Canada, in conjunction with the 
regional agencies, provides a loan-loss guarantee to participating lenders on 
eligible small business loans. The lenders have integrated the SBLA program 
into their small business loan processes. 


The results of this partnership are clear and straightforward. Small 
businesses benefit from the SBLA program in every region across Canada, by 
improved access to capital for new and growing firms. 


Small- and medium-sized businesses face a rapidly changing 
environment. To continue to ensure that they have the right support with the 
right framework, the government undertook a comprehensive review of the 
Small Business Loans Act program. This review is taking place with the full 
involvement of stakeholders. To allow for adequate time to review the 
program, the current lending period, which began on April 1, 1993, and was 
scheduled to end on March 31, 1998, was extended to March 31, 1999. The 
review ensures that the SBLA continues in ways that remain relevant to the 
needs of small business, is moving toward recovering its cost on claim 
payments, and has an adequate framework for evaluating its success. 


Respectfully submitted, 


ie Ma, 


John Manley 
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Background 


The Small Business Loans Act (SBLA), which has been in force since January 1961, was created 
to increase the availability of loans for the purpose of the establishment, ee paincionr 
modernization and improvement of small business enterprises. Financial institutions can make 
loans of up to $250 000, with a maximum term of 10 years, to individual small businesses whose 
gross revenues will not exceed $5 million in the year the loan is approved. Under the SBLA, the 
government pays lenders 85 percent of the loss incurred on loans that have defaulted, after the 
lender has taken the usual steps to recover any security associated with the loan to reduce the 
amount outstanding. 


Industry Canada’s Small Business Loans Administration administers the SBLA. The 
Administration manages the SBLA program on behalf of the regional economic development 
agencies: Western Economic Diversification, Industry Canada (for Ontario and the Territories), 
Canada Economic Development for Quebec regions, and the Atlantic Canada Opportunities 
Agency. It registers individual loans made by lenders to small businesses under the SBLA 

(28 755 loans in 1997-98), and audits claims presented by lenders for payment (5964 claims paid 
in 1997-98). The Administration also collects both loan registration fees and annual 
administration fees from the lenders (more than $74 million in 1997-98). 


Lending institutions make loans directly to borrowers and are responsible for all aspects of credit 
management, including realizing on the security pledged against a loan, in accordance with the 
SBLA and regulations, and guidance from the Administration. 


Historical Amendments Influencing the Program 


Before 1993, the SBLA program was relatively modest with about 10 000 loans issued annually 
under the program. In 1993, major amendments were introduced to the SBLA affecting nearly 
all program components. For the first time, bigger firms, with annual sales up to $5 million, 
became eligible for loans, and loans up to a maximum of $250 000 could be extended to finance 
eligible assets up to 100 percent. As well, the government boosted its share of the burden for 
loan losses to 90 percent of eligible claims. At the same time, the one-time registration fee was 
increased to 2 percent, while the interest rate ceiling was raised to prime plus 1.75 percent. 


The program was simultaneously made more appealing to both lenders and borrowers. Asa 
result, lending under the SBLA program soared, from $500 million annually to $2.5 billion in 
1993-94 and $4.4 billion in 1994-95, with the numbers of loans peaking at over 68 000. In fact, 
more than one third of the total value of all loans made under the program’s 37-year history was 
made during that two-year period. 


SMALL BUSINESS LOANS ACT ANNUAL REPORT 1997-1998 


With the large volume of loans extended during the 1993-95 period, together with less stringent 
lending criteria, there were more defaults. And because the average loans were bigger, the 
claims were also for larger amounts, resulting in larger losses under the program. Moreover, 
increased exposure to future loan defaults would translate to even higher claim costs in 

future years. 


By 1995, the SBLA program had grown eightfold in just two years and it became evident that 
larger costs would be incurred. The government concluded that the program had to be put on a 
sounder financial footing. During 1995 and 1996 changes were made. A new 1.25 percent 
annual administration fee was introduced on loans made after March 31, 1995, calculated on the 
average monthly loan balance outstanding on the lenders’ books. The maximum interest rate that 
lenders were permitted to charge on SBLA loans was increased to prime plus 3 percent, to enable 
lenders to pass the cost of the new fee on to borrowers. In addition, beginning January 1, 1996, 
the percentage of eligible assets that could be financed under the SBLA program was reduced 
from 100 percent to 90 percent, as it had been before 1993. The government’s proportional 
liability was also restored to the pre-1993 ratio of 85 percent (down from 90 percent) and 

15 percent for lenders. The introduction of a new administration fee was intended, together with 
the registration fee, to place the program on a cost-recovery basis over the 10-year period 
commencing in 1995. 


As aresult, the number of loans decreased significantly to level out around 30 000 annually. 
Because loans may be repaid over a period of up to 10 years and claims may be submitted for a 
further three years, the impact of the 1993-95 changes to the SBLA on loan losses will continue 
to be felt for some time, despite the changes introduced to the SBLA program in 1995. It should 
be noted that claims received lag loans registration by some two to four years. For the same 
reason, the impact of the 1995 changes will not be fully reflected in the claims costs for a few 
years. Consequently, the number of claims for loss submitted is expected to peak and then 
decrease gradually. 


Environment for Small Business in 1997-98 and Key Developments 
Related to the SBLA Program 


The Environment 


Boosted by a strong domestic demand, the real gross domestic product (GDP) grew vigorously 
throughout 1997-98. Growth averaged 3.7 percent (annual rate) in the fourth quarter, up from 
3.0 percent in 1996-97. Inflation remained firmly under control, with a year-over-year consumer 
price index inflation measure of 0.9 percent in March 1998, down from 2.0 percent for the 
previous year. The unemployment rate was 8.5 percent in March 1998, down from 9.3 percent a 
year ago. Business confidence slipped somewhat during the year but remained at high levels. 
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The prime interest rate rose over the year from 4.75 percent, in March 1997, to 6.5 percent, in 
March 1998. However, long-term rates decreased to 5.5 percent in March 1998, maintaining a 


multi-year trend. Long-term rates were 8.7 percent in March 1995, 7.9 percent in March 1996 
and 7.0 percent in March 1997. 


In 1997-98, the Canadian economy also experienced a higher rate of job creation than the year 
before. During the year, 405 700 net new jobs were created as opposed to 160 400 for 1996-97. 
Seventy percent of these jobs were generated by small businesses. 


The crucial contribution of small business to the Canadian economy goes a long way toward 
explaining governments’ and financial institutions’ keen interest in the sector. There are more 
than 2.3 million small businesses in Canada. These account for 99 percent of all Canadian 
businesses.’ Together, they have generated 70 to 80 percent of all new jobs in Canada over the 
past three years. In fact, growth in the small business debt financing market outpaced that of the 
total business market, increasing by 20 percent between 1994 and 1996.’ This growth has been 
attributed to increased post-recession small business demand for credit, improved small business 
capacity to generate and retain earnings, lenders’ increased willingness to extend credit to small 
business and a lower cost of credit or borrowing.” 


Key Developments Related to the SBLA Program 


The SBLA supported small business growth during fiscal year 1997-98 by enabling lending to 
more than 28 700 small businesses for a total of nearly $2 billion in loans. Lending through the 
SBLA has allowed smaller, younger firms, in particular, to get started, grow and succeed. 


Lower prime rates mean realized cost savings for small businesses negotiating or renegotiating 
financing. These cost savings translate into a lighter financial burden and increased chances of 
success. Under the SBLA, the maximum interest payable on a loan is prime plus 3 percent. 


Borrowers under the SBLA are contributing to the growth in employment and this contribution is 
expected to continue in the future. According to estimates provided by borrowers in 1997-98, 
expected additional employment was some 74 600, equivalent to 2.6 new jobs per loan. Industry 
Canada commissioned a study’ in 1996 to determine what the actual experience was in job 


1. Catherine Moser and Pierre Vanasse, What’s New in Debt Financing for Small and Medium-sized Enterprises? 
The Conference Board of Canada, 1997. (For the purposes of this study, a small business was defined as a 
corporation with fewer than 100 employees and a borrowing facility of less than $1 million.) 


D,  iisxtel, 
3. Roy Norton, The Current Market for Small Business Financing, 1998, p. 4-5. 


4. Equinox Management Consultants Ltd., Impact of SBLA Lending: An Evaluation of the Economic Impacts of 
the SBLA Program, December 1996. 
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creation. The study found that actual hiring due to the loans was higher — nearly four persons 
per firm per loan. 


In addition, Industry Canada has adopted a program evaluation framework that recommends 
developing a sample database on borrowers’ experience regarding actual job creation. The 
results will be reflected in future annual reports. 


Key Results for 1997-98 


SBLA’s Contribution 


Lending under the SBLA program has remained steady for the last two years. In fiscal year 
1997-98, lenders made over 28 700 loans amounting to nearly $2 billion in lending. This number 
of loans represented a minor reduction from the previous fiscal year, when there were 31 000 
loans reported, also amounting to approximately $2 billion. 


In 1997-98, the average loan size was $67 880 compared to $65 121 the previous year. These 
findings are an indication of the complementary role that the SBLA program plays. Studies” 
have shown that access to financing remains a major impediment to the growth of Canadian 
businesses. This difficulty is most acute when required financing amounts to less than $55 000. 
Loans of this size are often considered too small to justify the costs of making and administering 
them.° It is here that the SBLA program can come into play. 


The SBLA improves access to financing. Easier access to financing means additional investment 
and jobs being created by small businesses. In 1997-98, borrowers estimated that 74 600 
additional jobs would be created as a direct result of the SBLA loans made that fiscal year. 


The top four industry sectors taking advantage of the program in 1997-98 were as follows: 
Accommodation, Food and Beverage Services (17.7 percent); Retail Trade Industries 

(13.6 percent); Transportation and Storage Industries (12.4 percent) and Manufacturing 
Industries (8.7 percent) (see chart on p. 17). Data on industry sectors have been collected only 
for the past two years. In the 1996-97 fiscal year, these same top four industry sectors had 
essentially similar percentages. 


5. Canadian Federation of Independent Business, Credit Where Credit is Due: Results of CFIB Survey on Credit 
Conditions in the Small and Medium-sized Business Sector, January 1998. Paul Toriel, Financing the New 
Economy, Towards a Positive Conspiracy, June 1994. Standing Committee on Industry, Taking Care of Small 
Business, October 1994. 


6. Standing Committee on Industry, Taking Care of Small Business, October 1994. 
a a ee ee 
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Moving Toward Cost Recovery 


In April 1995, the SBLA was given a mandate to become cost recovered; that is, for loans made 
after that date, the program aims to balance the fees paid against the payouts to lenders. The 
program’s objective is to achieve this balance over the life of loans made (up to 10 years) and 
not in each individual year. 


In this fiscal year, the Administration processed nearly 6000 claims, totalling slightly more than 
$246 million paid from the Consolidated Revenue Fund. Loans that default under the program 
usually do so in three to five years after they are made. The sheer volume of loans made in 
1993-95, before cost recovery was added as a program objective, has meant that we are now 
experiencing the bulk of claims for this period. Claims are expected to remain high for some 
time as the loans made in these years mature. This having been said, the consensus of private 
sector studies into the cost recovery of the program suggests that loans made since 1995 will 
cover their cost of claims over 10 years. 


Industry Canada will be continuing to monitor the program very carefully over the next few 
years, in particular (the studies suggest three to five years of data are needed to provide reliable 
forecasts) to determine whether these forecasts are being realized. The program’s ability to 
achieve this cost recovery target is also dependent on factors such as economic conditions and 
lending policies of financial institutions. 


Claims paid in 1997-98 on defaults of loans made since April 1, 1995, amount to $83.8 million. 
During 1997-98, $39.3 million was collected in registration fees and almost $35 million in 
annual administration fees. In 1996-97, those amounts were approximately $40 million and 
$13.8 million, respectively. 


A Stronger Partnership with Lenders 


The number of claims awaiting processing had risen greatly over the past few years. The re- 
engineering of the Small Business Loans operations, and a temporary increase in the number of 
claim processing officers to address the claims awaiting processing, substantially reduced these 
claims in 1997-98 (see figure on p. 8). 


Two other components of the re-engineering effort resulted in increased operational efficiency. 
One was the grouping of claims submitted by institution and the grouping of information 
requests by geographic area. The other component consisted of changing the operational 
structure. Account managers responsible for the processing of claims are now assigned the 
workload by financial institution. They were given the responsibility of dealing with a group of 
institutions, and additional authority was delegated to them. The account managers have become 
the SBLA “window” to lenders, and sometimes to small businesses needing information. The 
workload is shared with colleagues, who are part of a group of account managers working 
together. Changing this structure also meant a common understanding of policies, and a higher 
level of uniformity in the treatment of claims. In keeping with this approach, a formal process 


eee 
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was developed to foster discussion and agreement on the application of policies and business 
practices amongst the various groups of account managers. 


INVENTORY OF CLAIM FILES 


By streamlining and consolidating information and program operation, lenders are able to 
administer the program with more accuracy and conformity, make faster lending decisions and 
tailor the loans to the clients’ needs. 


Further development of SBLA’s information product, part of Industry Canada’s Strategis Internet 
site, has also helped enhance service to clients. Included in this product are the Small Business 
Loans Act and regulations, together with certain frequently used forms, as well as general 
information on the program. It also includes a copy of the SBLA Guidelines to Lenders. Access 
to other Internet sites related to small business and financing was recently added. The SBLA site 
is one of the most frequently consulted in Strategis. 


In addition, the SBLA automated information system was improved to streamline data entry 
functions and expand its reporting capability. These modifications were designed to satisfy 
clients’ needs, and to facilitate information retrieval for the program’s day-to-day management 
and assessment of the effectiveness of SBLA policies. Another improvement centres on the 
electronic communication system. This system automatically sends out faxes. It was expanded 
to handle all loan registrations and claims for loss acknowledgment notifications received by the 
Small Business Loans Administration (approximately 35 000 for this year). 
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Extended Lending Period and Comprehensive Program Review 


In 1997-98, the current lending period was extended by one year and will now expire on 

March 31, 1999. Accompanying the extension was a simultaneous increase of $1 billion to the 
legislated cumulative lending ceiling, which brought it from $14 billion to $15 billion for the 
current lending period. A lending period is the specific duration, usually five years, for which the 
lending authority under the act is in force. The first lending period began in 1961, when the 
SBLA program was established, and was known as period 1. The current lending period, 

period 12, came into force on April 1, 1993. A lending ceiling is the cumulative maximum 
amount of money that financial institutions can lend under the SBLA for the whole period (this 
figure is not revised downward to reflect the repayment of loans). 


The extension of the lending period is allowing time to incorporate recommendations of a 
comprehensive review of the SBLA program as well as the Auditor General’s findings.’ In 
consultation with stakeholders, this comprehensive review seeks to ensure that the program 
remains relevant to the needs of small business in today’s economic environment, that it is 
financially self-sustaining and that it has an adequate evaluation framework. Industry Canada has 
already launched a series of consultations with users and stakeholders of the SBLA program, and 
a number of research studies are under way that will continue through 1998. 


View of the Future 


Small business will remain an important engine of economic growth in a changing financial 
marketplace. Government and financial institutions will continue to innovate in the area of small 
business financing with new products, services and delivery channels. The Small Business 
Loans program does not duplicate these new initiatives, rather it complements them. 


A bill was introduced recently into Parliament based on the comprehensive program review and 
taking into consideration the recommendations of the Auditor General’s report, of December 
1997, and the Tenth Report of the Standing Committee on Public Accounts on the Management 
of the Small Business Loans Program tabled in Parliament in early May 1998. The bill and draft 
regulations will aim to provide a program structured around good governance and good 
administration that will remain relevant to the needs of small business and have an adequate 
evaluation framework. The bill will also allow the program to reach its cost-recovery objective. 
Furthermore, it will seek to give small, younger firms enough access to financing to help them 
meet their needs in an uncomplicated, businesslike fashion. 


7. Report of the Auditor General of Canada to the House of Commons, Chapter 29, Industry Canada — 
Management of the Small Business Loans Program, December 1997. 
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Goals for 1998-99 


The SBLA comprehensive program review will be completed in 1998-99. A proposed new act 
and associated regulations will clarify the administrative requirements and optimize the impact of 
the program, while meeting the evolving needs of small businesses across Canada. As well as 
taking into account the issues, concerns and recommendations raised by the Auditor General in 
his report, the review will address the program’s need to be self-sustaining and to provide an 
adequate evaluation framework. 


Industry Canada commissioned outside experts to develop a program evaluation framework 
which will allow for evaluation of the effectiveness and efficiency of the SBLA program. 
Comprehensive program results relating to cost recovery, incrementality, accessibility, and job 
creation will be selected and measured on an ongoing basis. 


This evaluation will be scheduled during the five-year lending period proposed in the bill. 
Specific actions will be initiated in 1998-99 on the outside experts’ proposed recommendations. 
Details of the program evaluation framework were released, in the fall of 1998, in a publication 
entitled Access to Financing for Small Business: Meeting the Changing Needs. 


Upcoming Challenges 


To ensure a successful completion of the program evaluation, additional data will be required 
from the lending institutions delivering the program. Given that the program is delivered through 
a large number of lending institutions with different procedures and information systems, this 
might prove very challenging. Decisions will be finalized in 1998-99. 


Monitoring and reporting on the extent of the progress toward cost recovery will be an important 
issue in the coming year. Revenues and claim costs are currently reported on a cash basis in 
accordance with government accounting policy. Matching of revenues and costs relating to 
loans in a specific lending period will be developed, and results will be reported in future 

annual reports. 


Another challenge over the next two years will be to cope with the continuing high volume of 
SBLA claims that is expected. As illustrated in the graph on p. 11, the number of loans has 
decreased to around 30 000 annually. The number of claims for loss submitted after 1997-98 is 
expected to peak at around 6400 and then decrease gradually. 


The SBLA Administration’s automated information system will be further enhanced and new 
modules will be developed to address the resource forecasting function. Updating of the system 
will ensure appropriate information is gathered to facilitate the periodic evaluation of the 
program, the ongoing monitoring of the SBLA cost-recovery policy, and reporting to Parliament. 
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Fiscal Year 


Operating Results for Fiscal Year 1997-98 


The following summary highlights significant operating results for the SBLA program for the 
fiscal year April 1, 1997, to March 31, 1998. 


In the fiscal year ended March 31, 1998 (see Table 1): 


= more than 28 700 Business Improvement Loans (BILs), totalling almost 
$2 billion, were made and registered with the SBLA Administration; and 
m™ the average size of a BIL made was $67 880 compared with 
$65 121 during the previous 12-month period. 


Of these $1.952 billion in BILs loaned during the period under review: 


= $1.360 billion, or 73.4 percent, was used to finance the purchase, installation, 
renovation, improvement and/or modernization of equipment; 

= $238 million, or 12.8 percent, was used to finance the renovation, improvement, 
modernization, construction and/or purchase of premises; 

= $237 million, or 12.8 percent, was used to finance the purchase of land; and 

= $18 million, or 1.0 percent, was used to finance the 2 percent loan registration fees. 
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Equipment 
73.4% 


Fee 
1.0% 
Land 
12.8% 
Premises 
12.8% 


Loans outstanding on lenders’ books as of March 31, 1998: 


B totalled almost $6.0 billion (see Table 3); and 
= the Crown’s contingent liability in relation to this outstanding total is $1.3 billion. 


The Crown’s Maximum Potential Liability to Approved Lenders 


The Crown’s potential liability as of March 31, 1998, in respect of the $6 billion in outstanding 
BILs, was calculated to be $1.336 billion, down from $1.383 billion on March 31, 1997. If all 
loans that were outstanding on lenders’ books were to have defaulted on March 31, 1998, and no 
proceeds were realized on the security, the government would have been liable for a maximum 
of $1.336 billion. 


Although the government’s share of the loss sustained on a loan is 85 percent (after security has 
been liquidated), the government’s overall liability per lender, per lending period, is capped by 
the “90-50-10 formula.” This formula limits the Crown’s payments with respect to any loan 
made after March 31, 1993, according to the following: 


= 90 percent of the first $250 000 of loans in a lender’s account; 
= 50 percent on the next $250 000; and 
# 10 percent of all remaining loans. 


This means that low-volume lenders are encouraged to participate in the program, while the 
potential liability to high-volume lenders is capped at an average of 10.6 percent of the amount of 
loans in the lender’s account. 
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No potential liability remains under the SBLA with respect to BILs made prior to July 1, 1980 
(i.e., prior to lending period 8), as none of those BILs remain outstanding (see Table 59 tft 
respect of any BIL that was made prior to April 1, 1993, the government will pay claims on 

90 percent of the first $125 000 of loans in a lender’s account, 50 percent on the next $125 000 
and 10 percent of all remaining loans. . 


It should be noted that the Crown’s potential liability throughout the history of the program has 
always been much higher than actual claims costs. 


Loans Outstanding and Claims Forecast 


Since July 1, 1980, $21 billion in BILs were made and registered. Overall BIL reductions have 
comprised an aggregate of $15 billion, representing $14.1 billion in borrowers’ repayments and 
$0.9 billion in government reimbursements of lenders’ BIL losses. The government’s payment 
of $0.9 billion in lenders’ losses equates to a claims paid rate of 5.8 percent on overall BIL 
reductions of $15.0 billion. Together, these payments have reduced the amount of BILs 
outstanding on the books of all participating lenders, as of March 31, 1998, to less than 

$6 billion (see Table 3). 


Future claim payments on loans outstanding as of March 31, 1998, are estimated at some 

$444.4 million. This amount represents estimated claims that could be paid to lenders during the 
ensuing 10 fiscal years. Adding these forecasted payments to the $871.8 million in claims 
already paid to March 31, 1998 (since July 1, 1980), would represent a cumulative loss rate of 
6.3 percent on $21 billion in BILs made since July 1, 1980. It should be noted that in 1995 
Parliament required that the SBLA program move toward cost recovery. Loans made since 
April 1, 1995, have a fee structure which is expected to yield revenues sufficient to cover the 
projected cumulative loss rate. However, loans made prior to April 1, 1995, were not expected to 
cover the cost of claims. Consequently, while the program may be achieving its cost-recovery 
goals for loans made after March 31, 1995, the impact of loans made before April 1, 1995, will 
result in several years of net payments for the program. 


ES 
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Loans Outstanding as of March 31, 1998 


$20 978 447 923 BILs made between July 1, 1980, 
and March 31, 1998 (see Table 3) 


($14 109 088 175) Borrowers’ repayments 


(871.773 696) Crown’s loss reimbursements*® 
(5.8 percent of overall BIL reductions)’ 


(14 980 861 871) Overall BIL reductions 


$ 5 997 586 052 BILs outstanding on lenders’ books as of 
March 31, 1998 (see Table 3) 


Borrowers’ Repayments 


Percentages based on 100% of BILs made 
between July 1, 1980, and March 31, 1998 


67.3% 


28.6% 


(0) 
4.2% BILs Outstanding 
Crown's Loss Reimbursements 


Note: Percentages may not total 100 percent as a result of rounding. 


8. The $871 773 696 in loss reimbursements paid by the Crown represents subrogated debts. Included in this 
amount is $250 805 090 which, in accordance with standard procedures, was written off during the 1997-98 
fiscal year. 


9. Over the 37-year history of the program, the loan loss rate has been 5.6 percent. The claims paid rate relates to 
the period from 1980 to the present. 
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Age of Small Business Enterprise Borrowers 


A lender is required to report the age of a business enterprise for which a BIL has been made 


under the SBLA. Business start-ups and young businesses continue to receive the majority of 
BILs made under the SBLA. 


Age of Business Enterprise 
Fiscal Totals 
eae Start-ups First Second Third Subtotal | Older than 
year year year three years 
1993-94) 14124 2 hud Wo 2 897 2 670 22 824 20527 43 351 
32.6% 12% 6.7% 6.2% 52.6% 47 4% 100.0% 
1994-95} 24 623 5 596 4 524 3 632 38 376 30 002 68 378 
36.0% 8.2% 6.6% 5.3% 56.1% 43.9% 100.0% 
1995-96} 13 810 3 524 2 608 92 21 934 12 679 34 613 
390%, 10.2% 7.5% 5.8% 63.4% 36.6% 100.0% 
1996-97} 12097 21939 2 437 1 965 19 438 b1g565 31 003 
39.0% 9.5% 7.9% 6.3% 62.7% 37.3% 100.0% 
1997-98 | 10 848 2 677 2 159 1944 17 628 11 127 28 755 
37.7% 9.3% 7.5% 6.8% 61.3% 38.7% 100.0% 


Note: Totals may be slightly off as a result of rounding. 


Older than three years 
38.7% 


Third year 
6.8% 


Start-ups 


37.7% Second year 


; 7.5% 
First year 
9.3% 
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Employment by Small Business Enterprise Borrowers 

Borrowers give lenders figures on the actual number of workers on their payroll on the date the 
lender makes the loan. Borrowers also provide the estimated number of workers they believe 
they will employ additionally as a direct result of a loan being made. Lenders, in turn, forward 


those numbers on existing and anticipated future workers to the SBLA program administration. 
This process has been used since November 1987 when the applicable regulations were 


suitably amended. 
| Employment by Borrowers | 


Existing at Expected Additional 
Fiscal Date Loan Made 
Year 


1993-94 43 351 249 334 90 434 pie ae 
1994-95 68 378 379 212 et pea 


Number of 
Loans 
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Questions respecting this Annual Report should be addressed as follows: 


by telephone at: (613) 957-2336 
by facsimile at: (613) 952-0290 
in writing to: Director 


Small Business Loans Administration 
Industry Canada 

235 Queen Street 

Ottawa ON KIA 0H5 


This Annual Report as well as other SBLA documents are available electronically on the World 
Wide Web at the following address: http://strategis.ic.gc.ca/sbla 
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Table 1: Summary of Operations — Total Program 


Number Amount 
($ 000) 


281 855 7 724 821 


Average 
Size of 
Loan ($) 


Net Claims Paid 
Number Amount 
($ 000) 


271 962 


Period 


January 19, 1961, to 
March 31, 1990 


Fiscal Year 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 


413 258 
B97 275 
502 141 
2 548 790 
4 397 108 
Tigres ee | 
2 018 962 
1 951 892 


33 071 
45 828 
45 176 
32 408 
23 960 
65 868 
151 242 
246 050 


Notes: Totals may be slightly off as a result of rounding. 


Statistics shown above under “Loans Made” and “Average Size of Loan” for the year ended March 31, 1997, 
and prior periods may differ from those presented in previous annual reports because of late registration of BILs 
and sundry adjustments. 
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Tableau 5: Loi sur les préts aux petites entreprises — Fiche d’information 


Taille maximale de |’entreprise 


Montant maximum d’un prét 
Taux d’intérét maximum 


Droits gouvernementaux 


Refinancement 

Pourcentage de financement 
permis 

Ratio de partage des pertes 


Substitution et mainlevée des 
saretés 


Durée maximale du prét 


Entreprises exclues du 
programme 


Catégories de préts 


Prét effectué avant le I avril 1993 


Produit d’exploitation annuel 
de 2 000 000 $ 


100 000 $ au total 


Taux préférentiel + 1 p. 100 


Droit d’enregistrement initial de 1 p. 100 


Interdit 


80 p. 100 pour le matériel 
90 p. 100 pour terrains et batiments 


85 p. 100 gouvernement / 15 p. 100 
préteur 


Le préteur peut donner une mainlevée sur 
les sretés détenues mais devra maintenir, 
au cours du prét, une sireté adéquate pour 
le remboursement du prét tout en étant 
conforme aux pratiques bancaires. 


Finances, assurances, immobilier, 
professions, extraction de métaux et 
minéraux, matériaux non métalliques, 
production de pétrole et gaz naturel, 
entreprises agricoles et organismes a but 
non lucratif ou religieux 


Terrains, locaux, matériel mobile, matériel 
fixe 


Prét effectué aprés le 31 mars 1993 
Produit d’exploitation annuel 
de 5 000 000 $ 
250 000 $ au total 
Pour les préts a taux variable, taux 
préférentiel + 1,75 p. 100. Pour les préts 
a taux fixe, taux hypothécaire résidentiel 
pour le terme applicable + 1,75 p. 100. 


Droit d’enregistrement initial de 2 p. 100, 
montant pouvant étre ajouté au PPE. 


on 


Jusqu’a 180 jours avant l’octroi du PPE 


100 p. 100 du coat de la totalité des 
éléments d’actif admissibles 

90 p. 100 gouvernement / 10 p. 100 
préteur 


La substitution est permise a l’exclusion 
des sfiretés personnelles non garanties. 


Entreprises agricoles et organismes a but 
non lucratif ou religieux. 


Terrains, locaux, matériel, droit 
d’enregistrement initial de 2 p. 100 


Prét effectué aprés le 31 décembre 1995 


Produit d’exploitation annuel 
de 5 000 000 $ 


250 000 $ au total 


Pour les préts 4 taux variable, taux 
préférentiel + 3 p. 100. Pour les préts a 
taux fixe, taux hypothécaire résidentiel 
pour le terme applicable + 3 p. 100 (pour 
les préts effectués aprés le 31 mars 1995). 


Droit d’enregistrement initial de 2 p. 100 
montant pouvant étre ajouté au PPE. 
Droit annuel d’administration de 1,25 p. 
100 (applicable aux préts effectués apres 
le 31 mars 1995). Le droit de 1,25 p. 100 
est payable par le préteur, mais ne peut 
étre transféré a |’emprunteur que via le 
taux d’intérét en respectant le taux 
maximum prescrit. 


ea 


Jusqu’a 180 jours avant l’octroi du PPE 
90 p. 100 du cout des actifs admissibles 


85 p. 100 gouvernement / 15 p. 100 
préteur 


A compter du 31 janvier 1995, 
substitution des siretés et des éléments 
d’actif nantis d’une valeur équivalente, 
sauf les garanties personnelles. 
L’équipement nanti peut faire l’ objet 
d’une mainlevée selon les conditions 
prescrites (aucun défaut, apres deux ans et 
solde du prét réduit de fagon adéquate). 
Mainlevée pour les terrains et les locaux 
dans le cas d’une expropriation. 


non lucratif ou religieux 


Terrains, locaux, matériel, droit 
d’enregistrement initial de 2 p. 100 


87 


8661-L661 TENNNY LYOdd VY - SASIYMTMINA SALILAd XN V SIAXd SAT XNS 10T 


Tableau 4 (suite) : Répartition des préts accordés en 1997-1998 par région et par catégorie de préteurs 


Credit Unions Newcourt 


oy Milliers de $ Milliers de $ 


Colombie-Britannique 6 988 
Alberta 12 861 


Saskatchewan 023 256 
11 878 


Territoires du Nord-Ouest 


Nouveau-Brunswick 
Nouvelle-Ecosse 
fle-du-Prince-Edouard 


Terre-Neuve 


Nota — Les données ayant été arrondies, les totaux peuvent différer légérement. 


Autres compagnies de 
fiducie, de prét et 
d’ assurance 


Alberta Treasury 
Branches 


Milliers de $ 


Total 


Milliers de $ 


187 434 
215 810 
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Tableau 4 (suite) : Répartition des préts accordés en 1997-1998 par région et par catégorie de préteurs 


Banque nationale Banque Hongkong Banque laurentienne Autres banques Gaitese penuisires 
du Canada du Canada du Canada a charte pop 


Milliers de $ | ompre | Milliers de $ Dome | Milliers de $ foxene 


Colombie-Britannique 
Alberta 


Saskatchewan 


Territoires du Nord-Ouest 
Yukon 


_ Ontario 


Nouveau-Brunswick 
Nouvelle-Ecosse 
{le-du-Prince-Edouard 


Terre-N ve 


Nota — Les données ayant été arrondies, les totaux peuvent différer légérement. 


Mi 


lliers de $ nears | Milliers de $ 
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Tableau 4 : Répartition des préts accordés en 1997-1998 par région et par categorie de préteurs 


Banque Canadienne 


Banque Royale du Banque de Nouvelle- 


Canada 


Banque de Montréal Impériale de EB 
Commerce 


Milliers de $ Nee | Milliers de § Pee Milliers de $ 


Ecosse 


Colombie-Britannique 
Saskatchewan 


Manitoba 


Territoires du Nord-Ouest 1 220 


Yukon 915 
Ontario 203 855 102 053 


Nouveau-Brunswick 
Nouvelle-Ecosse 
fle-du-Prince-Edouard 


Terre-Neuve 


Nota — Les données ayant été arrondies, les totaux peuvent différer légérement. 


Banque Toronto- 
Dominion 


Milliers de $ 
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Tableau 3 : Préts accordés, réclamations payées, montants remboursés et principal non remboursé sur les préts en cours 


Période de prét 


Périodes n° 1 a n°7 inclusivement 
du 19 janvier 1961 au 30 juin 1980 


Période n° 8 

du 1“ juillet 1980 au 31 mars 1983 
Période n° 9 

du 1“ avril 1983 au 31 mars 1985 


Période n° 10 
du 1* avril 1985 au 31 mars 1990 


Période n° 11 
du 1“ avril 1990 au 31 mars 
1993 


Période n° 12 
du 1“ avril 1993 au 31 mars 
1998 


Total partiel 

(périodes n° 8 a n° 12 
inclusivement) 

du 1* juillet 1980 au 31 mars 1998 


Nota — Les données ayant été arrondies 


Préts accordés 


(en milliers de 
dollars) 


1218 952 


1 354 210 


1 799 607 


3) sey) Os? 


1 312 674 


13 159 904 


20 978 448 


Principal non 
remboursé sur les 
préts en cours au 

31 mars 1998 * 

(en milliers de 

dollars) 


5 904 370 


5 997 586 


, les totaux peuvent différer légerement. 


* Tel que déclaré par les préteurs au moment de l’impression du présent rapport. 


Total des montants 
remboursés sur 
le principal 


(en milliers de 
dollars) 


1218 952 


(1 354 045) 


(1 797 806) 


(3 338 592) 


(1 234 885) 


(7 255 534) 


(14 980 862) 


Réclamations 
payées par le 
gouvernement aux 
préteurs 
(en milliers de 
dollars) 


(100 316) 


(73 161) 


(178 905) 


(70 936) 


(448 456) 


(871 774) 


Montants remboursés 
sur le principal par 
les emprunteurs 
(en milliers 
de dollars) 


1 170 427 


(2537/29) 


(1 724 645) 


(3 159 687) 


(1 163 950) 


(6 807 078) 


(14 109 088) 
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Tableau 2 : Sommaire des réclamations payées, des recouvrements et des droits percus 


Réclamations payées 


Montant 
brut 
(en milliers 
de dollars) 


Période 
Nombre 


Du 19 janvier 1961 
au 


31 mars 1990 274 029 
Exercice 
1990-1991 
1991-1992 
1992-1993 
1993-1994 
1994-1995 
1995-1996 
1996-1997 


1997-1998 


33 438 
46 310 
45 933 
32 850 
24 093 
65 984 
151 324 
246 337 


Recouvre- 
ments* 
(en 
milliers de 


Montant 
net** 
(en milliers 
de dollars) 


(1 664) 271 962 


33 071 
45 828 
45 176 
32 408 
23 960 
65 868 
151 242 


246 050 


Recouvrements 
de créances des 


années 
antérieures 


(en milliers de 
dollars) 


(5 832) 


(1 729) 
(1 663) 
(1 733) 
(1 939) 
(1 499) 
(1 265) 

-837 

-883 


Nota — Les données ayant été arrondies, les totaux peuvent différer légérement. 


Total partiel, 
réclamations 
payées moins 
tous les 
recouvrements 
(en milliers de 
dollars) 


266 532 


31342 
44 165 
43 442 
30 469 
22 461 
64 603 
150 404 
245 167 


Recettes Réclamations 
provenant des | payées moins 
droits annuels les 

d’adminis- recouvrements 
tration et les droits 
(en milliers de | (en milliers de 
dollars) dollars) 


Recettes 
provenant 
des droits 

d’enregistrement 
des préts 
(en milliers de 
dollars) 


(33 288) 


(4 179) 
(3 932) 
(4 756) 
(47 082) 
(78 307) 
(53 599) 
(40 070) 


(39 317) 


(13 764) 


(34 893) 170 957 


Ce tableau fait voir les mouvements de trésorerie du programme de la LPPE selon le systéme informatique nouvellement intégré. Il s’ensuit que les 
données présentées peuvent différer légerement de celles figurant dans les rapports annuels antérieurs. Le tableau ne tient pas compte des réclamations 
futures a l’égard de préts a l’amélioration des entreprises actuellement en cours. Les recettes annuelles relativement importantes au titre des droits 
d’enregistrement des préts pour les exercices postérieurs 4 1992-1993 sont attribuables a l’augmentation significative du nombre de préts accordés et de 
la hausse du droit d’enregistrement des préts, dont le taux est passé de 1 42 p. 100. On s’attend a ce que les cotits des réclamations pour pertes sur les 
préts accordés aprés le 31 mars 1995 soient compensés par les recettes pergues sur une période de dix ans. 


* Pour les préts accordés avant le 1“ avril 1993, les réclamations ont été payées aux préteurs et les montants dis ont été recouvrés subséquemment aupreés de 
l’emprunteur. Ces montants sont présentés comme « recouvrements ». Pour les préts accordés depuis le 1“ avril 1993, les préteurs liquident les éléments 
d’actif et réalisent les garanties avant de présenter une réclamation pour perte. 


** Correspond au tableau 1. 
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Secteur industriel 


Services d’hébergement, d’aliments et de boissons 


Industries du commerce de détail 


Industries du transport et de l’entreposage 


ndustries manufacturiéres 


ndustries de l’exploitation forestiére et foresterie 


ndustries de la construction 


Services commerciaux 


Services de santé et services sociaux 


dustries du commerce de gros 


ndustries miniéres et pétroliéres et carriéres 


communications et autres services publics 


ndustries liées a l’agriculture 


Industries de la péche et du piégeage 


Services d’éducation 


‘ourtiers en immeubles et agents d’assurances 


industries des finances et des assurances 


Industries des services gouvernementaux 


Autres industries de services diverses* 


* Les « Autres industries de services diverses » englobent une gamme étendue d’ industries 


273 841 eee 


29 516 1,5 
27 354 1,4 
23 863 iL?) 


1996-1997 1997-1998 


[78857 | 
[zane | 
| 209 
[2076 
| 72] 
| 2s315| 
ig 


Secteur 


Le 


EE 


LEE ce LE 


é LI y 


Exercice financier 
Ha 1996-1997 


li 1997-1998 


0) 2 4 6 8 10 


12 


14 


Pourcentage 


de services qui n’ont pas été inscrites dans une catégorie particuliére par les préteurs au moment de l’enregistrement du prét. 


6° 183520 x22, 24 
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Under the Small Business Loans program, financial institutions make term loans of up to $250 000 to small 
businesses to purchase land, buildings or equipment or to improve buildings and equipment. The Government of 
Canada underwrites 85 percent of the net losses incurred on defaulted loans. The Small Business Loans Act has 
been moving toward cost recovery. Revenues on loans made since April 1, 1995, are expected to offset claims 
costs over a period of 10 years. The Small Business Loans program is a national program operating in all 
provinces and territories. 


This publication is also available electronically on the World Wide Web at the following address: 
http://strategis.ic.gc.ca/csbfa 


This publication can be made available in alternative formats upon request. 
Contact the Information Distribution Centre at the numbers listed below. 
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Ministre de I’Industrie 


The Honourable L’honorable 
John Manley P.C., M.P. c.p., député 


Her Excellency the Right Honourable Adrienne Clarkson, C.C., C.M.M., C.D. 
Governor General 

Government House 

1 Sussex Drive 

Ottawa, Ontario 

K1iA 0A1 


Your Excellency: 


In accordance with section 11 of the Small Business Loans Act (SBLA), I have the honour to place 


before Your Excellency a report on the administration of the SBLA for the 12-month period ended 
March 3191999. 


Ninety-eight percent of all Canadian businesses are small and medium-sized enterprises (SMEs). Self- 
employed workers alone accounted for 18 percent of employed Canadians at the end of the first quarter 
of 1999. Between 1995 and 1998, SMEs generated 70 to 80 percent of all new jobs in Canada, which is 
why encouraging SMEs is, and will continue to be, an important government priority. 


An important component of the government’s commitment to small business is the Small Business 
Loans program. The program fills a critical gap in debt financing by making funds available to SMEs to 
which they would otherwise not have access. In 1998-99, more than 22 000 loans were made under the 
program, amounting to approximately $1.6 billion in debt financing. The average size of loans, at 
approximately $71 500, illustrates the importance of the SBLA to small businesses, since small loans are 
normally more difficult for young firms to obtain. 


Lending through the SBLA has allowed smaller, younger firms, in particular, to be launched, to grow, 
to hire employees and to succeed. Forty percent of SBLA loans were granted to start-up or new 
businesses, which demonstrates the SBLA’s success in filling this significant market gap. 


Through expansion or start-up, small businesses have been able to support the economy by creating 
jobs. In 1998-99, SBLA borrowers estimated that their loans would contribute directly to employment 
by allowing them to create an estimated 60 S61 jobs, equivalent to 2.7 jobs per loan. 


The fiscal year 1998-99 was a milestone for the Small Business Loans program. A comprehensive 
review of the program was undertaken, which took into account recommendations by the Auditor 
General of Canada, the Public Accounts Committee and the House of Commons Standing Committee 
on Industry. By the end of this review, it became clear that the need for access to capital by small 
business remains as critical an issue for their growth as a positive business environment for Canada’s 
private sector and small business community. 


Canada 


Os 


As a result of the comprehensive review, the program was fine-tuned to respond to the requirements 
of the present environment. The new Canada Small Business Financing Act received royal assent on 
December 10, 1998, the related regulations were approved on March 18, 1999, and lending under the 
Act began on April 1, 1999. 


Bringing in the new Canada Small Business Financing program took cooperation and support that 
went beyond Industry Canada. It included the central agencies, Industry Portfolio partners and other 
government departments, as well as the positive and innovative support of the Canadian Bankers 
Association, the Credit Union Central of Canada, the Confédération des caisses populaires et 
d’économie Desjardins du Québec and its members, the Alberta Treasury Branches and other financial 
institutions. The new program was developed with input from dozens of small businesses that 
participated in consultations, the Canadian Federation of Independent Business, the Canadian 
Restaurant and Foodservices Association, the Canadian Financing and Leasing Association, the 
Information Technology Association of Canada, the Alliance of Manufacturers and Exporters of 
Canada, the Canadian Franchise Association and other industry associations, as well as with members 
of Parliament. It also included input from a dozen researchers and many others who delivered under 
tight deadlines. 


The Canada Small Business Financing program shows what can be accomplished when partnerships 
between the government, Parliament and the private sector work to improve the programs and services 
available to Canadians. 


Respectfully submitted, 


John Manley 
Minister of Industry 
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Highlights 


| Some 22 278 small business loans totalling $1.594 billion were made and 
| registered under the Small Business Loans Act (SBLA). The average size of 
| a small business loan made during this year was $71 549. During the 
| previous fiscal year, 29 063 small business loans were made, totalling 
| $1.977 billion, with an average loan size of $68 033. 


| An estimated 60 561 jobs (2.7 jobs per loan) are expected to be created as 
a result of loans registered in 1998-99. 


| Of the $1.594 billion worth of loans registered, two thirds was used to 
| finance the purchase, installation, renovation, improvement and/or 

| modernization of equipment. The rest was used to finance the renovation, 
. improvement, modernization, construction and/or purchase of real 

| property or immovables; the making or purchase of leasehold 
improvements; and, to a much lesser degree, loan registration fees. 


Business start-ups and young businesses continue to receive the majority of 
small business loans approved. Some sectors were far more active in terms 
of the number of loans registered than were others. Firms with revenues of 
less than $1 million accounted for the greatest number and value of loans 
registered. The data show that the larger a firm is, the greater its loan is 
likely to be. 


Some 5103 claims totalling $221 million were paid. The Small Business 

Loans Administration, which administers the SBLA on behalf of Industry 
Canada and the regional agencies, is still coping with the continuing high 
volume of claims resulting from loans made in the 1993-95 period. 


‘CLAIMS PAID 


CONTINGENT 
LIABILITY 


The government’s net contingent liability in respect of the $4.69 billion in 
outstanding loans had been reduced to a maximum of $1.16 billion from a 
net contingent liability of $1.38 billion on $6 billion in outstanding loans 

as of March 31, 1998. 


SBLA 
REPLACED 
BY CSBFA 


The Canada Small Business Financing Act (CSBEFA) received royal assent 
in December 1998 and came into force on April 1, 1999. The CSBFA 
replaces the SBLA. It retains the SBLA’s major program parameters, as well 
as the simplicity that made the SBLA popular among lenders and 
borrowers alike. However, certain provisions have been strengthened to 
improve its ability to move toward cost recovery. The CSBFA also provides 
for pilot projects to include capital leasing and voluntary sector lending in 
the program. : 


| Determining whether the program is on track to meet its goal of cost 
recovery requires an ability to forecast with confidence the value of future 
loans, claims against these and existing loans, and the flow of registration 
| and administration fees associated with existing and future loans. The Small 
Business Loans Administration has implemented a number of measures to 
improve its ability to forecast these and other factors in the future. 


COST 
RECOVERY 
OBJECTIVE 
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Background 


The Small Business Loans Act (SBLA) 

was enacted in 1961 and repealed on 
March 31, 1999, to be replaced by the 
Canada Small Business Financing Act. The 
SBLA was enacted to increase the availability 
of loans for the establishment, expansion, 
modernization and improvement of small 
business enterprises. Under the SBLA, 
financial institutions could make loans of up 
to $250 000, over a maximum lending term 
of 10 years, to small and medium-sized 
enterprises (SMEs) whose gross revenues did 
not exceed $5 million in the year the loan 
was approved. The government pays lenders 
85 percent of the loss incurred on loans that 
have defaulted, after the lender has taken 
the usual steps to recover any security 
associated with the loan to reduce the 
amount outstanding. 


The SBLA is administered by Industry 
Canada’s Small Business Loans Adminis- 
tration, which manages the program on 
behalf of Industry Canada (for-Ontario and 
the territories) and the regional economic 
development agencies: Western Economic 
Diversification Canada, Canada Economic 
Development for Quebec Regions, and the 
Atlantic Canada Opportunities Agency. 
Lending institutions lent directly to 
borrowers and are responsible for all aspects 
of credit management, including decision 
making on the loan and realizing on the 
security when necessary, in accordance with 
the SBLA and its regulations, with guidance 
from the Administration. 
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The Administration registers individual loans 
made by lenders to small businesses under 
the legislation (22 278 loans in 1998-99), 
and audits claims presented by lenders for 
payment (5103 claims paid in 1998-99). 

It collects both loan registration fees and 
annual administration fees from the lenders 
(more than $80 million in 1998-99). 

Finally, the Administration collects and 
publishes detailed statistics on small business 
lending and other related matters in its 
annual reports. 


Evolution of Small 
Business Lending 


From its inception in 1961 to 1993, the 
SBLA was modest in scope. Only companies 
with less than $2 million per year in sales 
were eligible. Borrowers were allowed to 
finance up to 90 percent of eligible assets 

to a maximum of $100 000. Only about 

10 000 loans, totalling roughly $500 million 
per year, were made during this phase of the 
program. There were about $36 million in 
claims in the five years preceding 1993. 


The following substantive changes to the 
SBLA occurred during this early period: 


® In 1970, non-bank financial institutions 
became eligible lenders. 


® In 1978, the interest rate switched from a 
fixed to a variable rate. 


e In 1985, a registration fee of 1 percent 
was imposed, and the government 
guarantee rate was reduced from 
90 percent to 85 percent of the cost of 
eligible claims. 


In 1993, in response to a growth spurt in the 
small business community and a perceived 
need for additional debt financing, the SBLA 
was broadened significantly: 


e Firms with sales of up to $5 million 
became eligible for loans. 


e The program allowed for 100 percent 
asset financing. 


® The maximum loan amount was 
increased to $250 000. 


e The registration fee doubled. 


e The government’s guarantee was 
increased to 90 percent. 


Lending under the legislation swelled to 
$2.5 billion in 1993-94 and to $4.4 billion 
in 1994-95. In these two years, one third of 
the total value of all SBLA loans ever made 
was extended. 


The increased lending and less stringent 
lending criteria of this 1993-95 period meant 
that the total value of loans that defaulted 
also increased significantly. Because the 
average loans were bigger, so too were 

the claims, resulting in larger losses under 
the program. 


By 1995, the program had grown eightfold 
in just two years, and costs increased 
commensurately. The government decided 
to move toward cost recovery for the 
program. Accordingly, in December 1995, 
the following significant changes 

were implemented: 


e The government’s guarantee was 
decreased to 85 percent, in accordance 
with pre-1993 levels. 


® Maximum financing levels returned to 
90 percent of asset value. 


e An annual administration fee was added 
to the cost of lending, which lenders were 
permitted to pass on to borrowers via an 
increased interest rate. 


The result of these changes was a drop in the 
value of loans made, to about half the value 
at its peak in 1994-95. SBLA loans have 
been in the range of $1.6 billion to $2 billion 
per year since these changes were instituted. 


Comprehensive Review of the 
SBLA, 1998 


Lending Period 12, scheduled to expire on 
March 31, 1998, was extended by 
Parliament in November 1997 for one year 
until March 31, 1999, to allow sufficient 
time to conduct a comprehensive review of 
the program, taking into consideration the 
recommendations submitted by the Auditor 
General of Canada in December 1997 and by 
the House of Commons Standing Committee 
on Public Accounts. 


This review was conducted in 1998. Its 
objectives were to assess the relevance of the 
program to the needs of small business, to 
determine its ability to be financially self- 
sustaining, and to evaluate its accountability 
framework. 


The comprehensive review included 
examining issues with borrowers, potential 
borrowers, lenders and major industry 
associations. Methodologies included cost- 
benefit studies, macro-economic studies, 
surveys, case studies and stakeholder 
consultations. The review included the 
following components: 


© Economic impact studies, which 
measured or predicted the economic 
impact of the SBLA and its loans, 
primarily in terms of understanding 
what those loans have meant to the 
SMEs that took them, and what kinds of 
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employment benefits have resulted. They 
also examined the questions of what 
gap the SBLA was filling and whether 
there was significant overlap with 

other programs. 


© Compliance and default studies, which 
examined the degree of borrower non- 
compliance with the Act and the degree 
to which loans default. 


e Stakeholder consultations, which 
examined the attitudes and opinions 
of stakeholders and potential 
stakeholders on a variety of issues. 
Lenders, borrowers, potential borrowers 
and associations were canvassed for 
their views. 


© Cost-benefit analyses and future 
evaluations, which attempted to 
ascertain where the SBLA could be more 
efficient (providing the greatest benefit to 
SMEs at the least cost to taxpayers) and 
how to make it more so. Certain studies 
made specific suggestions regarding what 
data should be collected on. the SBLA in 
the future, and how, to allow for 
thorough evaluations of the program. 


(For a detailed summary of findings, please 
refer to Accessing Financing for Small 
Business: Assessing the Changing Needs, 
Industry Canada, 1998.) 


Overall, the studies concluded that the 
program was still a vital, useful, efficient tool 
in the facilitating of debt financing to emerging 
small businesses. They demonstrated that, 
despite recent innovations in debt financing, 
serious gaps continue to exist in private sector 
debt financing for new and small SMEs. These 
studies found that the SBLA was successful in 


4 e SBLA Annual Report 1998-99 


allowing for debt financing to small, young, 
general sector firms that would predominantly 
otherwise be unable to obtain it, without 
significant duplication or redundancy (see Roy 
Norton, The Current Market for Small 
Business Financing, Industry Canada, 1998). 


The findings of the comprehensive review, as 
well as recommendations submitted by the 
Auditor General of Canada and by the 
House of Commons Standing Committee on 
Public Accounts, were then incorporated into 
a new Canada Small Business Financing Act 
(CSBFA) to replace the SBLA. The CSBFA 
received royal assent in December 1998 and 
came into force on April 1, 1999. 


Twelfth Report of the House of 
Commons Standing 
Committee on Industry 


On February 1, 1999, the House of 
Commons Standing Committee on Industry 
tabled its Twelfth Report on the SBLA. In it, 
the committee requested a number of 
changes to the reporting methods of the 
Small Business Loans Administration. 


In response, Industry Canada undertook the 
following commitments: 


@ Detailed loan, loan loss and job creation 
data will be provided by sector. The 
Small Business Loans Act Annual Report 
currently provides, for each sector, the 
number and value of loans made under 
the program. In addition to this 
information, Industry Canada committed 
to providing information as it becomes 
available through improved data 
collection and analysis on the following 


performance indicators: for each sector, 
the number, value, interest rate and 
maturity term of program loans made 
and the claims paid by the government, 
as well as job creation figures based on 
periodic surveys of borrowers and the 
development of a longitudinal database 
on actual job impacts. 


Detailed loan, loan loss and job creation 
data will be provided by firm size. As 
the improved data become available, 
Industry Canada will provide additional 
information on loan data, job 

creation and claim payments by loan, 
comparing firms by size (based on 
business revenues). 


The program evaluation framework will 
allow for the collection and analysis of 
comprehensive information on the 
number and value of loans, number of 
loan defaults, number and value of 
claims paid, value of revenues (fees) 
paid by sector, firm size and type of 
loan (i.e. real property, equipment, 
leasehold improvements). 


Finally, the program evaluation 
framework will allow for the collection 
of comparative data on small business 
financing, via consultation with Statistics 
Canada, the Canadian Bankers 
Association and other stakeholders, 

to evaluate the extent to which the 
program is meeting the financial needs 
of small businesses. 


Small Business 
Loans Program 


The Small Business Loans program 
operates according to the following major 
program parameters: 


® Loan loss sharing ratio: Since 1996, the 
government’s share of losses is 85 percent 
of eligible losses for loans in default 
(after recoveries on security). Lenders 
are responsible for the remainder. 


© Cap on claims: Each lender has a 
separate account of loans guaranteed 
under the program. In each lending 
period, in case of default, the government 
pays claims totalling 90 percent of the 
first $250 000 of loans in a lender’s 
account, 50 percent on the next 
$250 000 and 10 percent of all 
remaining loans. This means that low- 
volume lenders are encouraged to 
participate, while the potential liability 
to high-volume lenders is capped at an 
average of about 10.6 percent. 


© Percentage of the cost of eligible capital 
assets accepted for financing: The 
maximum amount eligible for financing 
is 90 percent of the cost of the assets. 


Fees: The borrower is obliged to pay 
up-front a one-time registration fee of 

2 percent of the amount of the loan 
extended, with the option to finance this 
fee under the program. The lender, 
meanwhile, is charged an annual 
administration fee of 1.25 percent of the 
amount of outstanding loans (made after 
March 1995) during the term. The lender 
is permitted to pass this cost on to the 
borrower only indirectly, through the 
interest rate charged on the credit. 
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e Interest rate ceiling: For loans made since 
1996, lenders may not charge interest in 
excess of 3 percent above the prime 
lending rate (floating rate) or residential 
mortgage rate (fixed rate). The average 
floating rate between 1996 and 1998 was 
prime plus 2.7 percent. 


© Risk diffusion: Since new and small firms 
are usually higher-risk ventures, they 
would normally have to pay a higher 
premium on loans. By distributing the 
risk across many firms through the 
program, these firms are given access to 
affordable financing. 


@ Maximum loan size: The total value of 
loans outstanding is capped at $250 000 
per borrower. 


The Crown’s Maximum 
Potential Liability to 
Approved Lenders 


The Crown is contingently liable to approved 
lenders for the reimbursement of losses they 
may sustain for loans made under the SBLA, 
according to a particular formula. As of 
March 31, 1999, the government’s maximum 
net contingent liability was $1.16 billion. 
While all loans carry the same amount of 
guarantee, not all loans carry the same 
amount of government exposure. 


For loans made prior to April 1, 1993, the 
Crown is liable for: 


© 90 percent of the first $125 000 in SBLA 
loans made by the lender; 


© 50 percent of the second $125 000 in 
loans; and 


© 10 percent of all subsequent loans. 
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For loans made on or after April 1, 1993, the 
Crown is liable for: 


© 90 percent of the first $250 000 of loans 


in a lender’s account; 
© 50 percent of the next $250 000; and 
© 10 percent of all subsequent loans. 


Therefore, taxpayer exposure is not 
accurately reflected simply in the dollar value 
of loans made under the SBLA. Contingent 
liability is the maximum amount of money 
that the government may be called upon to 
pay out to lenders if all SBLA loans were to 
default simultaneously. This, therefore, is the 
maximum amount of taxpayer exposure due 
to SBLA loans. 


The government’s contingent liability to 
approved lenders per lending period is 
reduced by the repayment of loans by 
borrowers and the reimbursement of losses 
by the government. No contingent liability 
remains under the SBLA with respect to 
loans made prior to April 1, 1983, as none 
of these loans remains outstanding. 


Cost Recovery Measures 


The SBLA has seen 94 percent of the dollar 
value of its loans repaid in its 38-year 
history. Nonetheless, in the two-year period 
between 1993 and 1995, there were more 
loans and more defaults than in previous 
years. Consequently, Industry Canada 
instituted changes to the program to move it 
toward cost recovery over 10 years. 


One change was the introduction of a new 
1.25-percent annual administration fee on loans 
made after March 31, 1995. The pooling of fee 
revenues (the 2-percent registration fee and the 
new annual 1.25-percent administration fee) is 
expected to offset loan loss claims over the life 
of loans made (up to 10 years). 


Revenues and claim costs are currently 
reported on a cash basis in accordance with 
government accounting policy. A new accrual 
accounting method of matching the revenues 
and costs of loans in a particular lending 
period is being implemented. 


Studies commissioned as part of the 
comprehensive review forecast that the 
program could meet this cost-recovery target. 
A fundamental part of the restructuring of 
the program following the comprehensive 
review is an evaluation framework, which 
will entail the collection of more detailed 
data. These data, which will be published in 
annual reports as they become available, will 
allow for more accurate assessment of cost 
recovery, and will indicate whether further 
program adjustments are required to keep 
the program moving toward its target. 


In addition to the information currently 
provided in its annual reports, the 
Administration is committed to providing, 
through improved data collection and 
analysis, additional information on 
performance indicators, enhanced job 
creation data, loan loss data and 
comprehensive information on the number 
and value of loans, number of loan defaults, 
number and value of claims paid, and 
revenues (fees paid) by sector, firm size and 
type of loan (i.e. real property or equipment). 
The additional information will be published 
as, and when, it becomes more substantial. 


Monitoring and Forecasting: 
Inherent Challenges 


Noting the government’s goal of moving the 
SBLA toward cost recovery, the Auditor 
General of Canada, in his December 1997 
report, made two recommendations: 


e Any developments in the performance of 
the SBLA’s guarantee portfolio that 
would prevent it from achieving full cost 
recovery should be carefully monitored. 


e Efforts should be pursued to develop 
systems and practices to more efficiently 
forecast the future performance of 
the program. 


The Administration continues to adhere to 
these recommendations to the extent 
possible. There are a number of inherent 
challenges in monitoring and forecasting 
SBLA claims, as follows: 


® Research has demonstrated that a 
minimum of three to five years under a 
stable program structure is needed to 
produce sufficient data for reliable 
forecasting. The SBLA’s parameters were 
changed significantly in 1993, and then 
again in 1995, fundamentally altering 
the structure of the program and its 
claims. Stable data exist only since 
January 1, 1996. Mitigating factors 
included the introduction of a new 
administration fee, along with changes 
to the maximum size of loans and the 
eligibility of borrowers, the rate of 
allowable asset financing and the 
government’s proportional liability. Further 
complicating matters is the continually 
changing business climate, which has an 
impact on both the demand for loans by 
SMEs and their ability to repay them. 
These factors all affect analysts’ ability to 
provide reliable forecasts. 
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Lenders may take as long as three years 
after a loan defaults to claim their losses, 
resulting in a “reporting lag.” 
Historically, the average lag has been 
12.1 months. In part, the lag existed 
because claims could not be filed before 
all personal guarantees were realized on 
the loans, a process that took some time. 
Recent changes have allowed for the 
filing of interim claims before the 
realization of all personal guarantees. 
On the other hand, claims on defaults 
of smaller loans are often received more 
quickly than on those of larger loans, 
with the result that larger claims are 
often subject to longer reporting lags. 
Because loans have maturities of up to 
10 years, claims could conceivably be 
filed up to 13 years after the loan was 
made. Therefore, while the majority of 
claims on loans made during 1993-95 
have been received, many have not, and 
it is difficult to predict with accuracy 
what these will be. 


Lenders are currently required to pay 

all outstanding administration fees at 

the end of the fiscal year, but are not 
required to detail which fees are related 
to which loans. Furthermore, lenders 
need only report the value of outstanding 
loans by lending period and not by the 
fiscal year in which the loans were made. 
As a result of these factors, it has been 
difficult to analyse the government’s 
revenue stream from the administration 
fees and to review its financial 
obligations in any one year. However, 
following an adjustment period, lenders 
will be required to relate administration 
fees to their individual loans as of 

June 2001, thereby making these 
calculations less complicated. 
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SBLA Performance, 
1998-99 


Environment for 
Small Business 


The Canadian economy continued to 
perform well throughout 1998-99. Boosted 
by foreign and domestic demand, the growth 
in real gross domestic product (GDP) over 
the fiscal year was 3.2 percent. Foreign 
demand, strong throughout the fiscal year, 
culminated in an 8.5-percent increase in real 
exports in the first quarter of 1999 anda 
boost for Canadian production. 


Inflation remained low. The increase in 

the consumer price index was measured at 
0.9 percent for all of 1998, the lowest annual 
rate of inflation in 36 years. 


Interest rates remained relatively stable 
throughout the fiscal year, allowing small 
business owners increased latitude to borrow 
with confidence. 


The unemployment rate hit its lowest level in 
over eight years, measuring 7.8 percent during 
the first three months of 1999. With the 
exception of two months in late spring, job 
creation was robust throughout the fiscal year. 


The Canadian dollar hit an all-time low of 
US$0.63 in August 1998, with short-term 
interest rates more than 2.5 percentage 
points higher than their lowest levels in 
1997. As the dollar rebounded to US$0.65 in 
the third quarter, short-term interest rates fell 
a percentage point from their August peak, 
then remained generally stable throughout 
the rest of the fiscal year. Long-term interest 
rates fell through July, then rose slightly 
through the fall and winter. 


Small businesses continue to be of vital 
significance to the Canadian economy, as 
shown in the following statistics: 


e There are approximately 1 800 000 
employer businesses in Canada, 
98 percent of which are SMEs 
(Industry Canada, Small Business 
Ouarterly, 1999, Vol. 1, No. 2, p. 3). 


e Small businesses generated 70 to 
80 percent of all new jobs in Canada 
between 1995 and 1998. 


e Seventy-seven percent of all established 
businesses in Canada have fewer than five 
employees; 93 percent have fewer than 
20 employees; and almost 99 percent 
have fewer than 100 employees (Industry 
Canada, Small Business Quarterly, 1999, 
Vola Now? ip: 3): 


SBLA Performance Overview 


In the fiscal year ended March 31, 1999, 
loans totalling $1.594 billion were made, 
as follows: 


e $1.075 billion, or 67.4 percent, was used 
to finance the purchase, installation, 


renovation, improvement and/or 
modernization of equipment. 


© $288 million, or 18.1 percent, was used 
to finance the renovation, improvement, 
modernization, construction and/or 
purchase of real property or immovables. 


e $216 million, or 13.6 percent, was used 
by tenants to finance the making or 
purchase of leasehold improvements. 


e $15 million, or 0.9 percent, was used to 
finance 2-percent loan registration fees 
(see Figure 1, below). 


See Table I in the Tables section for the 
summary of operations — total program. 


Lending under the Small Business Loans 
program declined during 1998-99, when 
lenders made 22 278 small business loans 
amounting to almost $1.6 billion. This figure 
is down from more than 29 063 loans 
totalling nearly $1.98 billion made in 
1997-98. Nonetheless, the average loan size 
continued to grow slightly. The average size 
of an SBLA loan in 1998-99 was $71 549, 
compared with $68 033 in 1997-98 and 
$65 121 in the previous year. 


Figure 1: Breakdown of Loans by Use, 19Sb-99 


67.4% 


13.6% 


ae Real Property 


Leasehold Improvement 


fag Fee 
oe Equipment 


18.1% 
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Loans Outstanding and 
Claims Forecast 


Since April 1, 1983, loans worth 

$21.24 billion were made and registered 
under the SBLA. Overall loan reductions 
amount to $16.55 billion, an aggregate of 
$15.56 billion in borrowers’ repayments and 
$0.99 billion in government reimbursements 
of lenders’ loan losses. The government’s 
claims paid rate, therefore, has been 

6 percent on the overall $16.55 billion 


portfolio of loans repaid (see Table 1, below). 


As of March 31, 1999, the government’s 

net contingent liability in respect to the 
$4.69 billion in outstanding loans at that 
point (see Table II in the Tables section) had 
been reduced to a maximum $1.16 billion. 
Future claim payments on loans outstanding 
as of March 31, 1999, are estimated at some 
$494.6 million. This is the amount that 
could be paid to lenders during the next 

10 fiscal years. When this $494.6 million in 
estimated future claim payments is added 

to the $993 million already paid in claims 
as of March 31, 1999, the estimated 
cumulative loss rate amounts to 7 percent 
on $21.24 billion in loans made since 

April t19383: 


The number and value of outstanding loans 
have been falling for the past two and three 


years from peaks in 1996-97 and 1995-96, 
respectively. As of March 31, 1999, there 
were 97 023 outstanding loans. Nearly all of 


the loans were made in Lending Period 12 
(April?ly 199350. March 31% 1999). 


Table Illa in the Tables section provides a 
record of recoveries, receipt of fees and claim 
payments for loans made before April 1, 1995. 
The introduction of the administration fee in 
the 1995-96 fiscal year, together with the 
registration fee, was intended to place the 
program on a cost-recovery basis over a 
10-year period. Table IIIb in the Tables section 
provides a record of receipt of fees and claim 
payments for loans made after March 31, 1995. 
It shows that the net position of these loans as 
of March 31, 1999, was a positive balance of 
more than $25 million. 


It is impossible to forecast with precision 
how this balance might change over time, 
for all the reasons previously discussed in 
“Monitoring and Forecasting: Inherent 
Challenges.” However, studies commissioned 
during the comprehensive review indicated 
that the program’s existing parameters, 
including the administration and registration 
fees, should allow it to recover its costs 

over the 10-year life of loans made since 
April\i 1995: 


Table 1: Loans Outstanding as of March 31, 1999 


$21 243 496 914 


($15 561 812 080) 


($992 972 988) 


($16 554 785 068) 


S4 688 711 846 


Loans made between April 1, 1983, 
and March 31, 1999 (see Table II 


Borrowers’ repayments 


Crown’s loss reimbursements* 
(6 percent of overall loan reductions) 


Overall loan reductions 


Loans outstanding on lenders’ books as of 
March 31, 1999 (see Table II) 


*The $992 972 988 in loss reimbursements paid by the Crown represents subrogated debts. Included in this amount is $220 400 413, which, 
in accordance with standard procedures, was written off during the 1998-99 fiscal year. 
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Table 2, below, presents an accrual breakdown mature, expenses in the form of claim 


of annual cash flows related to loans made payments will increase. The cost-recovery 
from April 1, 1995, to the end of 1998-99. goal is for these cash flows to balance over 
Obviously, revenues at the beginning of this the operating life of the program. 


period far exceed expenses. As existing loans 


Table 2: Revenues and Expenses Related to Loans 
Made from April 1, 1995 


Year loans Type of Year associated fees were collected and 
were made and —_ revenues and associated claims were paid 
amount of expenditures 


loans made 1995-96 1996-97 1997-98 1998-99 
(S) ($) (S) ($) 


40 564 276 


"| 20 registration fees 


1.25% 
{administration fee* 


3 913 984 
13 763 715 


22 577 846 15 831 246 


| $2 243 155 325 


+— 


(15 448 161) (65 198 536) (63 455 946) 


2 229 538 (42 620 690) 


(47 624 700) 


| 2% registration fees | 36 155 134 3 846 840 


11.25% | a 12 315 543 


administration fee* 
oa 
(18 287 838) 


E es 2 20 391 308 
( $2 018 941 471 


Thien 


| 


(231 143) (46 833 249) 


39.923;991 | (2 125 455) (26 441 941) 


35 469 838 3 703 032 


12 061 248 


2% registration fees 


1.25% | 
administration fee* i 


| 1997-98 
| $1 977 253 779 | 


(346 090) 


35 123 748 


(13 553 103) 
2211177 


28 625 915 


Claims paid 


1998-99 
| $1 593 957 573 


(117 074) 


28 508 841 


32 328 947 
48 283 802 


40 564 276 40 069 118 | 39 316 678 
0 13 763 715 | 34 893 389 


 |2% registration fees 


! S ae ae |administration fee* 
A Chaims paid 


(307 016) (15 679 304) (83 832 464) |(123 959 372) 


40 257 260 38 153 529 (9 622 397) (43 346 622) 


* The distribution of the 1.25-percent annual administration fee among the years loans were made has been estimated for 


each fiscal year. 
** Totals may be slightly off as a result of rounding. 


|Annual cash flow 
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Age of Small Business 
Enterprise Borrowers 


Lenders are required to report the age of 
business enterprises for which small business 
loans are approved under the SBLA. Business 
start-ups and young businesses, which are 
key targets of this program, continue to 
receive the majority of small business loans. 
See Table 3, below, and Figure 2, opposite, 
for more information on the number and 
value of loans made by age of firm. 


Younger businesses accounted for most of 
the claims paid in 1998-99, with start-ups 
accounting for 68 percent of the value of 
these claims. Seventeen percent of the value 
of the year’s claims originated from firms 
between one and three years of age, and 

15 percent of the value of the year’s claims 
originated from firms older than three years 
(all ages refer to the age of the firm as of the 
date its loan was granted). 


Employment by Small 
Business Enterprise Borrowers 


Since November 1987, borrowers have 
provided lenders with their current number 
of workers and their estimate of the number 
of additional workers they intend to hire as a 
direct result of the loan. Lenders, in turn, 
forward these figures to the Small Business 
Loans Administration. 


SBLA borrowers estimated that their loans 
made in 1998-99 would contribute directly 
to employment by allowing them to create an 
estimated 60 561 jobs, equivalent to 2.7 jobs 
per loan (see Table 4, opposite). A recent 
follow-up survey by Industry Canada of 

700 borrowers determined that borrowers’ 
own initial job creation estimates were 
conservative: the borrowers tended to hire 
more employees as a direct result of the 

loan than they had anticipated. The actual 
number of jobs created seems to be closer 

to four jobs per loan. Additional studies 
addressing job creation, loss and 


Table 3: Number and Value of Loans Made, by Age of Firm, 
1993-94 to 1998-99 


Age of business enterprise 


: Start-ups 
Fiscal 


year Loans 


Number Value of 
of loans of 
loans ($000) 


1993-94 
1994-95 


1995-96 


1996-97 
1SS7=8s 
1998-99 
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One to three years of age 
Number 


loans 


Total 
Older than three years 


Value of 
loans 
($000) 


Value of Number 
loans of 
($000) loans 


Value of Number 
loans of 
($000) loans 


00 


Borrowers 


ees Start-ups 


ey One to three years of age 
ee Older than three years 


displacement are planned, and future annual _ continue to be (the Other Services category 


reports will carry enhanced data on jobs aside) the Accommodation, Food and 
created by borrowers. Beverage Services (AFBS) sector, Retail 

Trade sector, and Transportation and 
Small Business Loans Warehousing sector, in roughly the same 
Made and Employment, proportions as in previous years (see Figure 3 


on the following page). 


by Industry Sector 


The individual sectors that make the most 
use of the Small Business Loans program 


Table 4: Employment by Small Business Enterprise Borrowers, 
1993-94 to 1998-99 


Employees at date Expected additional 


loan made employees 


Fiscal Number of 


ear loans 
4 Total Per loan Total Per loan 


9 ] L : “43.351. “| 249 334 90 434 
68 378 379 212 159 885 
34 613 168 505 4.9 83 000 


5.0 | 74 223 r 2.4 


Cicer: 
45 73730 2.6 


4.5 60 561 af 
= 
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Figure 3: Small Business Loans Made, by Industry Sector 
Percentage of Total Number of Loans Made 


industry sector 


Accommodation, Food and 
Beverage Services 


Retail Trade 
Transportation and Warehousing } 


Manufacturing 


Agriculture Support, Forestry, 
Fishing and Hunting 


Construction } 


Professional, Scientific and 
Technical Services 


Health Care and Social Assistance } 

Wholesale Trade 

Information and Cultural Industries 
Mining and Oil and Gas Extraction 

Educational Services fa 

Real Estate and Rental and Leasing ji 


Finance and Insurance 


Administration and Support, Waste 
Management and Remediation Services 


Other Services eas 


Unclassified 


During the 1998-99 fiscal year, the AFBS 
sector was granted the largest average loan: 
$98 243. The AFBS and Retail Trade sectors 
also created more jobs than any other 
category, an estimated 27 144 between them. 
On a per-loan basis, the AFBS, and the Real 
Estate and Rental and Leasing sectors 
created significantly more jobs than did other 
sectors (see Table 5, opposite). 


In September 1995, the Small Business Loans 
Administration introduced measures to 
collect, from lenders (on loan registration 
forms), more comprehensive information on 
borrowers; for example, the sector in which 
they operate, and size of their revenues 
(discussed in the next section). As more loans 
made prior to this development are retired, 
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1998-99 
Gad «1997-98 


data on claims paid by sector and by firm 
size, comparable to that provided for loans 
made, will be made available. 


Small Business Loans Made 
and Employment, by Firm Size 


A cursory review of the data suggests that 
firms with revenues of less than $1 million 
account for the greatest number and value of 
loans. As well, the larger a firm is, the 
greater its loan is likely to be. Average 
expected additional employment created by 
borrowers increases with firm size, and the 
majority of additional employment is created 
by firms with revenues over $500 000 (see 
Table 6, opposite, and Figure 4 on page 16). 


Table 5: Loans Made and Employment Data, 
by Industry Sector, 1998-99 


Expected additional 


Industry sector loan size employment 
($000) (3) Per loan Total* 


| 22 | 2iesss| 9e.20 19 692 
Support, Waste ion 

diation Services 13 650} 49.994 1:2 16 

1402 | 100195] 71466 2 624 


] 
| 


Professional, Scientific and 
Technical Services 


Construction 


1 049 58 689 
101 6 274) 62120 : 
3 105 gag Z2AMWE Te LIZ33 2.4 


at caulass 191613] 62 252 0.9 


Real Estate and Rental and Leasing 
Retail Trade 
Transportation and Warehousing 


Wholesale Trade 473 29 182| 61695 2.8 
= = eae 

Other Services By AUS | 379 806 | _ 66 458 2.4 

Unclassified 5 204 ie 40 769 

Total* (all firms) 22 278 1593 958] 71549 


* Totals may be slightly off as a result of rounding. 


Table 6: Loans Made and Employment Data, 
by Firm Size, Expressed in Revenues, 1998-99 


Value - Expected additional 
: : Number Average xpected additi 
Firm size expressed of loans of loans loan size employment 


in revenues de 
(S) Per loan Total* 


[20m | rigeee] sosve | 19 | 3771 _| 


[and less than $250 000 6119 | 348658] 56980 8 089 

Greater than or equal to $250 000 arcs 
and less than $500 000 5 076 370 382| 72967 2.3 11 690 
3.6 


Greater than or equal to $500 000 

and less than $1 000 000 4060 
Greater than or equal to $1 000 000 

and less than $2 500 000 5.0 
Greater than or equal to $2 500 000 108 903 74 


Total* (all firms) Df 


* Totals may be slightly off as a result of rounding. 


SBLA Annual Report 1998-99 ® 15 


Figure 4: Small Business Loans Made, by Firm Size 
Percentage of Total Number of Loans Made 


Finn revenues 
Less than $100 000 


Greater than or equal 
to $100 000 and less 
than $250 000 


Greater than or equal 
to $250 000 and less 
than $500 000 jiu 


Greater than or equal 
to $500 000 and less . 
than $1 000 000 | 


Greater than or equal 
to $1 000 000 and less 
than $2 500 000 


Greater than or equal 
to $2 500 000 


{ 
J 
! 
I 


View of the Future 


Goals for 1999-2000 


As of April 1, 1999, the SBLA was replaced 
by the Canada Small Business Financing Act 
(CSBFA). The CSBFA will continue to 
facilitate asset-based debt financing to SMEs 
with annual sales of up to $5 million (not 
including farms, which have separate funding 
programs targeted specifically to their needs). 


The program parameters for the CSBFA 
are identical to those of the SBLA, but 
certain provisions have been included or 
strengthened to improve its ability to move 
toward cost recovery: 
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AAG iia rela shih epoca eh tina aiebuinr etna ee eteersy 


| 1998-99 
1997-98 
15 20 25 30 
Percent of total 


The CSBFA introduces a requirement 
that lenders use due diligence in making 
loan decisions and assessing loan 
repayment. A provision for auditing 

a lender’s loan files is also added to 

the legislation, thereby monitoring 
program compliance. 


Related Borrower and Independent Small 
Business are two new concepts that were 
introduced as a measure to eliminate 
project splitting without stifling 
successful entrepreneurs who are 
operating small businesses at different 
premises and who do not derive more 
than 25 percent of their actual or 
projected gross revenues from each other. 


e Provisions that have been © Most importantly, the program design 


strengthened include: has been relatively stable over the last 
1) increasing the number of situations three years. As described earlier, stability 
where an appraisal is required; and of program parameters is critical in 
2) improving the quality of the generating accurate forecasts. 
security by: 


a) expanding the situations where Pilot Projects 
equal ranking security is 
required, and 

b) taking as security the real 
property where the Canada 
Small Business Financing loan 
is made to finance leasehold 
improvements to a borrower 
who is not dealing at arm’s The capital leasing pilot project will 
length with the landlord. determine the extent of the need for federal 

government involvement in the capital 

leasing market. Similarly, the voluntary 
sector pilot project will further examine the 
feasibility of extending the CSBFA to 
voluntary groups. Planning and work are 
under way for the development of these 
pilot projects. 


In addition, the CSBFA includes provisions 
for pilot projects to include capital leasing 
and voluntary sector lending in the program’s 
purview. Members of the voluntary sector 
were not eligible borrowers under the SBLA 
and leasing was not eligible for a guarantee. 


e Interim claim payments are now 
permitted on CSBFA claims. Accelerated 
claim payments combined with a 
reduction of the maximum interest 
period (36 to 24 months) will reduce 
interest costs to the Crown. 


Determining whether the program is on track 
to meet its goal of cost recovery requires Program Review 
an ability to forecast with confidence the 
value of future loans, claims against these 
and existing loans, and the flow of 
registration and administration fees 
associated with existing and future loans. 
The Administration’s ability to do this 
will improve in the coming years in the 
following ways: 


In contrast to the automatic end of its 
lending authority that characterized the 
SBLA, the CSBFA will have a mandatory 
Program Review every five years, in 
consultation with Parliament. Critically, the 
CSBFA will allow the Minister of Industry, 
through regulation, to alter eligibility criteria 
for access to program loans. Such changes 


e The evaluation framework of the new may be made in the event that research and 
CSBFA incorporates the collection and consultations indicate that they would 
analysis of new data, which will enhance improve the program’s move toward 
Industry Canada’s monitoring and cost recovery. 


forecasting capacity. 


e The new CSBFA includes strengthened 
measures to improve its ability to move 
toward cost recovery. 


8 a a ee ee oe 
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Program Evaluation 
Framework 


Industry Canada is implementing a broad 
program evaluation that will be used to 
assess the CSBFA over the next five years. 
Data collected and analysed will be reflected 
in modifications to the annual reports as 
results become available. 


The evaluation will address the 
following issues: 


e the ongoing relevance of increasing 
access to financing for small business and 
the need for continuing federal 
government involvement; 


e® awareness of the program and 
its incrementality; 


e its impact on the creation, maintenance 
and displacement of jobs; and 


e the performance of borrowers. 


The evaluation will also report on 
progress toward achieving cost recovery 
and on the reliability of the forecasting of 
program conditions. 


To this end, the Small Business Loans 
Administration will gather and analyse more 
data than are currently collected. Part of the 
evaluative effort will include interviews with 
stakeholders and key informants, a survey of 
small businesses, and a review of other 
similar programs. 


Caiculating Contingent 
Liability 

The SBLA used an aggregate lending ceiling 
to control potential taxpayer exposure. 
Because of the immense demand for SBLA 
loans as the number of SMEs has grown, the 


Minister of Industry had to approach 
Parliament a number of times to increase 
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that lending ceiling. Based on the findings of 
the comprehensive review, the CSBFA will 
incorporate contingent liability as the most 
accurate measure of taxpayer exposure and 
the best method of calculating the Crown’s 
maximum potential liability to approved 
lenders. The CSBFA sets a cap of $1.5 billion 
on contingent liability for the program for 
each five-year period. This amount has been 
chosen as it permits roughly $10 billion in 
lending to be registered during the five-year 
period. This will allow the program to 
continue to guarantee loans approximately 
equivalent to recent historical annual levels. 


Upcoming Challenges 


The Administration’s chief challenge in the 
coming months is the successful implemen- 
tation of the CSBFA. Both the pilot projects 
and the program evaluation described above 
will be designed and implemented, including 
an ongoing series of consultations with 
program and pilot project stakeholders. 
Furthermore, an enhanced electronic 
capability will permit easier and more 
detailed data collection from program 
lenders and borrowers alike. This will 
permit the collection of data required by 

the enhanced program evaluation and will 
adhere to the requirements of the Auditor 
General of Canada. 


The Administration will be consulting with 
Statistics Canada and the Canadian Bankers 
Association, among others, to illustrate 

with comparative data the extent to which 
the CSBFA is meeting the financial needs 

of small businesses. While these data are 
now being collected on loans made since 
April 1, 1999, it will be some years before 
valid trends can be identified. The data will 
be published in future CSBFA annual reports. 


Tables 


His Ratan ae 


Table I: Summary of Operations — Total Program 


Loans made Average Net claims paid 


Period Amount loan size Amount 
N 
umber $000 (S) Number $000 


k 12604 #| 271-962 
Fiscal Year 


10567 | 9307 275| 37.631 
43 351 2 548 795 32 410 
4 397 125 1015 23 962 


1996-97 31 003 2018 941 65 121 ie’ 3 826 151 168 
ak 
68 033 5 964 


| January 19, 1961, 
| to March 31, 1990 


281855 | 7724821| 


1997-96 29 063 1 977 254 246 050 
1 593 958 7 549 ive 5 103 221 161 


1998-99 22 278 


Total | 544878 


* Totals may be slightly off as a result of rounding. 


[23816 724| 43710 | 36901 | 1136939. 


Note: Statistics shown above under "Loans made" and "Average loan size" for the fiscal year ended March 31, 1998, and prior periods, may 
differ from those presented in previous annual reports because of late registration of loans and sundry adjustments. 
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Tableau V : Loi sur les préts aux petites entreprises — Fiche d’information sur le Programme 
(période comprise entre le 1° avril 1993 et le 31 mars 1999) 


Prét accordé aprés le 31 mars 1993 = Prét accordé aprés le 31 décembre 1995 
et avant le 1° janvier 1996 et avant le 1° avril 1999 


Elément Prét accordé avant le 1° avril 1993 


Taille maximale de 
l'entreprise 


Produit d’exploitation annuel estimé a 2 millions 
de dollars 


Produit d’exploitation annuel estimé a 5 millions 
de dollars 


Produit d’exploitation annuel estimé a 5 millions 
de dollars 


Montant maximal 
des préts 


100 000 $ au total en préts actifs 250 000 $ au total en préts actifs 250 000 $ au total en préts actifs 


Taux d'intérét 
maximal 


Taux préférentiel majoré de 1 % Pour les préts a taux variable, taux préférentiel 
majoré de 1,75 %; pour les préts a taux fixe, taux 
hypothécaire résidentiel relatif a |’échéance 


visée majoré de 1,75 % 


Pour les préts a taux variable, taux préférentiel 
majoré de 3 %; pour les préts a taux fixe, taux 
hypothécaire résidentiel relatif a |’6chéance visée 
majoré de 3 % (pour les préts accordés apres 

le 31 mars 1995) 


Droits et frais pergus 
par |’Etat 


Droits d’enregistrement de 1 % Droits d’enregistrement de 2 %, pouvant étre 


ajoutés au montant du pret 


Droits d’enregistrement de 2 %, pouvant tre ajoutés 
au montant du prét; frais d’administration annuels 
de 1,25 % (pour les préts accordés apres 

le 31 mars 1995) payables par le préteur, qui peut 
les transférer a l'emprunteur uniquement en 
haussant le taux d’intérét sans dépasser le taux 
maximal permis 


Jusqu’a 180 jours avant l’octroi du pret Jusqu’a 180 jours avant l’octroi du prét 


Refinancement 


Pourcentage de 
financement permis 


Interdit 


80 % pour le matériel 
90 % pour les terrains et batiments 


100 % pour tous les éléments d’actif admissibles | 90 % pour tous les éléments d’actif admissibles 


85 % pour I'Etat 
15 % pour le préteur 


90 % pour |’Etat 
10 % pour le préteur 


Ratio de partage 
des pertes 


85 % pour I'Etat 
15 % pour le préteur 


Substitution et 
mainlevée des 
suiretés 


Possibilité de substitution des stiretés a 
exclusion des stiretés personnelles non 
garantie 


Possibilité pour le préteur de donner une 
mainlevée sur des suiretés obtenues, pourvu 
qu'il maintienne au cours du prét une streté 
adéquate pour le remboursement du prét tout 
en respectant les pratiques bancaires habituelles 


Depuis le 31 janvier 1995, possibilité de substitution 
des stiretés et des éléments d’actif nantis d'une 
valeur équivalente a l'exclusion des sUretés 
personnelles. Le matériel nanti peut faire l'objet 
d'une mainlevée selon les conditions prescrites 
(aucun défaut aprés deux ans et solde du prét réduit 
de fagon adéquate). Mainlevée pour les terrains et 
les locaux en cas d’expropriation. 


Durée maximale 
du prét 


Entreprises exclues 
du Programme 


Entreprises des secteurs suivants : finances, 
assurances, immobilier, professions, extraction 

de métaux et minéraux, matériaux non métalliques, 
production de pétrole et gaz naturel, entreprises 
agricoles et organismes religieux ou sans 

but lucratif 


Entreprises agricoles et organismes religieux Ou 
sans but lucratif 


Entreprises agricoles et organismes religieux ou 
sans but lucratif 


Terrains, locaux, matériel mobile et matériel fixe 


Catégories de préts Terrains, locaux, matériel et droits d’enregistre- 


ment de 2 %. 


Terrains, locaux, matériel et droits d’enregistrement 
de 2 %. 


Tableau IV (suite) : Répartition des préts accordés en 1998-1999 selon la région et la catégorie de préteurs 


Autres sociétés 
Newcourt de fiducie, de prét 
et d’assurance 


Nombre (enmilliers Nombre (enmilliers Nombre (enmilliers Nombre (enmilliers Nombre (en milliers 
de dollars) de dollars) de dollars) de dollars) de dollars) 


‘Alberta : : | > D 193 | : ol 2 oa a 
Saskatchewan | : : | | 
“Manitoba 


Coopératives 


Succursales 
de crédit Total 


d'Alberta Treasury 


lle-du-Prince-Edouard 


Nota : Il est possible que les chiffres ne concordent pas, car les données ont été arrondies. 
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Tableau IV (suite) : Répartition des préts accordés en 1998-1999 selon la région et la catégorie de préteurs 


: Banque : 
Banque nationale Banque HSBC : Autres banques Caisses 
Pata ee a charte populaires 


du Canada Canada du-Garata 
Nombre (en milliers 


Nombre (enmilliers Nombre (enmilliers Nombre 
de dollars) de dollars) de dollars) 


Colombie-Britannique 
Alberta 


Manitoba 


137 


Nota : Il est possible que les chiffres ne concordent pas, car les données ont été arrondies. 
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Tableau IV : Répartition des préts accordés en 1998-1999 selon la région et la catégorie de préteurs 


Banque Canadienne 
Impériale de 
Commerce 


Nombre (enmilliers Nombre (enmilliers Nombre (enmilliers Nombre (en milliers Nombre (en milliers 
de dollars) _ de dollars) _ __ de dollars) ji de dollars) _ ___ de dollars) 


‘Colombie-Britannique 5 A 74 fee 427 | 28 857 
Alberta 8c | setnn il ze) eee) he | eae 


Saskatchewan 


Banque de Banque 


Banque Royale Banque de 
Nouvelle-Ecosse Toronto-Dominion 


du Canada Montréal 


Manitoba 


Nunavut ' 


Territoires du Nord-Ouest Co 
ae 


10 
ae 


Nouvelle-Ecosse 


lle-du-Prince-Edouard 


Terre-Neuve 


| Provinces de | 


Nota : Il est possible que les chiffres ne concordent pas, car les données ont été arrondies. 
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Tableau Illb : Droits d’enregistrement et frais d’administration percus et réciamations 
réglées pour les préts accordés aprés le 31 mars 1995 


Droits d’enregistrement et frais d’administration Réclamations nettes réglées 


Droits Frais Total Réclamations brutes Recouvrements de Réclamations nettes pore 


Exerci d’enregistremen ’administrati Ba aie ? 
aa te “ he beers = : d a be ate (en milliers (en milliers * . créances de (en milliers (en miilliers 
de dollars) de dollars) Vexercice en cours de dollars) 


de dollars) de dollars) 


LS a as ee 307 $.0. 
1996-1997 40 069 13 764 oa 15 679 Pecan 
1997-1998 39 317 34 893 Pe 83 832 ae ee 

S.0 


1998-1999 SUZ Soe) 48 284 ‘e i223 909 {Ok 
ioe ee 152270 96 941 249 223 777 S.0. 
Nota : Il est possible que les chiffres ne concordent pas, car les données ont été arrondies. 


Nota : Ce tableau indique les mouvements de trésorerie du PPPE. II ne fait pas état des réclamations futures a |’égard de préts actifs. 
Les recettes annuelles relativement importantes au titre des droits d’enregistrement des préts pour les exercices ultérieurs a 1992-1993 sont attribuables a l'augmentation appréciable du nombre de préts 


et de leur valeur et a l'augmentation des droits d’enregistrement, qui sont passés de 1 a 2 p. 100. Les recettes pergues sur une période de dix ans devraient compenser les colts liés aux réclamations pour 
pertes sur les préts accordés aprés le 31 mars 1995. 


Tableau Illa : Recouvrements, droits d’enregistrement percus et réclamations réglées 
pour les préts accordés avant le 1¢ avril 1995 


Recouvrements et droits d’enregistrement percus Réclamations nettes réglées 


Recouvrements 
Recouvrements et droits 


Recouvrements d roit ; : f 7 . : 
oegabcudbe dt 3 wee Réclamations brutes decréancesde _Réclamationsnettes _d’enregistrement 


créances d’exercices d’enregistrement _Total (en milliers 
antérieurs (en (en milliers 
milliers de dollars) de dollars 


Période 


de dollars) (en milliers Pexercice en cours (en milliers _ percus moins 
de dollars) (en milliers de dollars) réclamations nettes 
de dollars) (en milliers 
de dollars) 


1996-1997 

1997-1998 

1998-1999 
Total 


Nota : ll est possible que les chiffres ne concordent pas, car les données ont été arrondies. 


Nota : Pour les préts accordés avant le ler avril 1993, les réclamations ont été réglées aux préteurs et les montants dus ont été recouvrés ultérieurement auprés des emprunteurs. Ces montants sont 
présentés comme « recouvrements ». Pour les préts accordés aprés cette date, les préteurs réalisent les éléments d’actif et les stiretés avant de présenter une réclamation pour perte. 
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Tableau Il : Préts accordés, réclamations réglées, montants remboursés et principal impayé sur les préts actifs 


Montants 
remboursés sur le 
principal par les 
emprunteurs (en 
milliers de dollars) 


A ,_ Principal impayé sur Total des montants Réclamations 
Pénode de vrats Bhi aera les préts actifs au remboursés sur _réglées par I’Etat aux 
P de dollars) 31 mars 1999* (en le principal (en préteurs (en 
milliers de dollars) milliers de dollars) _milliers de dollars) 


Périodes n° 1a8 Hee oS 
Du 19 janvier 1961 au 31 mars 1983 2 573 162 (2 S73 102) 


a ) ne oe a 


21 243 497 4 688 712 


(148 840) (2 424 322) 


Période n° 9 
Du 1& avril 1983 au 31 mars 1985 


Période n° 10 
Du 1° avril 1985 au 31 mars 1990 


Période n° 11 
Du 1© avril 1990 au 31 mars 1993 


Période n® 12 
Du 1& avril 1993 au 31 mars 1999 


Total partiel 
(Périodes n°S 9 a 12 inclusivement) 
Du 1° avril 1983 au 31 mars 1999 


(9 457 505) 


(992 973) (15 561 812) 


(16 554 785) 


* Selon les déclarations des préteurs au moment de l'impression du présent rapport. 
Nota : Il est possible que les chiffres ne concordent pas, car les données ont été arrondies. 
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